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Chapter 1 
Introduction: Historical Background 
1.1 Background 
It is generalI claimed by several scholars and jurists that Islamic Ranking had played 
an important role in the development of economic system of several Muslim countries in the 
world. The concept of Islamic banking whose genesis is the West Asian countries rapidly 
spread to other region of the world particularly in the East Asia and South Asia. The system 
of Islamic banking is essentially based on the very concept of Islamic jurisprudence 
(Shari'ah) and the guidance from divine lay%. The idea of Islamic Baking is developed by the 
Quran's forbidden of usury. this mean all activities of Interest (Riba) are banned and 
speculative transactions and uncertain financial instruments are prohibited.' 
In fact Muslims do not need a reason before tlteN deny the transaction involving 
interest because this is the divine's command. The human explanation is not a requirement 
for a divine. the must to accept a covenant, as they believe that the human reasoning have 
its o' \n limitations. No human mind can imagine beyond a divine order. Therefore. it is a 
matter of faith (Iman). thus it can be said that the one answer why Muslims inspired to look 
for an alternative for conventional bank,-  
I lie operations and activities of' Islamic Ranking are tounded on Islamic la\\ 
(Shari'ah). I his means that all operations and transactions of the Islamic banks involving 
either deposit or financing must he preceded by Shari'ah principles. Such principles also 
cover other banking transactions s}stem like money order transaction, letter of credit and 
foreign exchange. letter of guarantee etc. The main factor that distinguished Islamic bank 
'Khiyar Abdallah Khiyar, The Rise and Development of Interest Free Banking (New Delhi: institute of Objective 
Studies, 2005), P.23. 
'Mohammed Ariff, Islamic Banking, In Asia-Pacific Economic Literature, Vo12, No.2 (Malaysia: University of 
Malaya, September 1988). P.50. 
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from conventional bank is that all transactions are based without involving element of 
interest (Riba).' 
Fo emphasize, it must he considered that Islamic banks and conventional banks are 
profitable organizations. Their purpose is to gain profit but Islamic banks are not allowed to 
concern with interest or to relate any trade or business prohibited by Islamic rules also.' 
This is due to the fact that Islam prohibits the payment and receipt of Riba. A 
Financial Institution cannot be considered as an Islamic bank institution if its operations are 
concerned ith Riba. Beside this, the important objective of the establishment of Islamic 
bank is to provide the needs of Muslims in banking system. The business administration of 
the banks is defined on the Concepts of justice and fairness in the interest of the \\ hole 
society; the banks are also established on rulings set in Quran and Hadith. 
The management of Islamic Batik must not involve with loans, except for benevolent 
loan (Qardh Hasan). Islamic bank presents the principles of Musharakah (partnership) and 
Mudarabah (Profit Sharing). hich make the investments of Islamic bank dependent on the 
usefulness of the project in which the money is invested. The main principles of Islamic 
Bankins are forbidden of Interest in all transactions and the prohibition of monopoly and 
hoarding." 
Islam prohibits all activities concerned with interest. It. however, does not mean that 
capital is cost-less in Islamic s\stem. Islam does not allow the factor to make predetermined 
claim on the productive surplus in the form of interest but Islam recognizes capital as a factor 
of production.7 Islam prohibits interest but encourages investment and provides a stimulus to 
3Sudin Haron and Wan Nurfiza Wan Azmi, Islamic Finance and Banking System Philosophies principles and 
Practices (Kuala Lumpur: McGraw Hill), P.44. 
.'Mei Pheng Lee and Ivan Jeron Detta, Islamic Banking and Finance Law (Kuala Lumpur: Person Iong man), 
P.1. 
SSudin Haron and Wan Nurfiza Wan Azmi No.3, P.44. 
6Mei Pheng Lee and Ivan Jeron Detta, No.4, P.1. 
Khiyar Abdallah Khiyar, No.1, P.24. 
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invest for the idle funds. This stimulus gets momentum that Islam allows profit in which 
profit as well as loss is shared. it means that the risk is shared.' 
In economy, there is a need to transfer of funds from savers to entrepreneurs. The 
function is provided through the process of financial intermediation in the financial market, 
where banks are the most important operators. Islamic bank, like other banks, the main 
business is to transfer capital from saver and supply this capital to entrepreneur. While 
conventional banks use the rate of Interest for both obtaining fund from saver and supplying 
these funds to entrepreneur. Islamic banks use these functions for various financial modes 
compatible with Shari'ah (Islamic laws). 
The role of bank is indeed hi h)v useful and socially desirable, but interest is banned 
in Islam. Therefore, Islamic economies have to find alternative ways of various banking 
function. Islamic jurists and scholars have created several alternative ways of banking, 
activities. The concept of Islamic hank was developed through milestone of Islamic history 
since the ancient time of Islam in the life of Prophet Muhammad (PBUH) until no\\, days of 
nuoclern Islamic Banking era." 
1.1.1 Ilistory and Development of Islamic Banking 
In I,Ininic history. the emergence and development of an Islamic Banking s' stem is 
important point of a new path for Islamic world which liberated itself from the power of 
domination of Western thought, value and institution and revival of their social and 
economic life in accordance \\ ith the principle of Islamic jurisprudence and would he 
consistent With religious and cultural ethos.1° 
8Muhammad Abdul Mannan, Islamic Economics:rheory and practice (foundation of Islamic Economic) (Great 
Britain: Hodder and Stoughton Educational, 1986), P.178. 
'Phillip Molyneux and Muna~var lgba1, Banking and Financial Systems in the Arab World (Kuala Lumpur: A.S 
Noordeen, 2006), pp.146-147. 
10 Ausaf Ahrnad, Development and Problems of Islamic Banks (Jeddah: IRTI Islamic Development bank, 1987), 
P.1. 
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Muslim societies never legitimized interest throughout the thirteen centuries of its 
early history to domination by imperialist power. The Islamic scholars and jurists provided 
alternative ways to economic activities and carried on domestic and international trade 
without the institution of interest. 
From the early stage in Islamic history. Muslims were able to create a transfer system 
without interest for mobilizing funds to entrepreneur. The system worked quite effectively 
for Islamic civilizations and centuries thereafter. However, since the center of economic 
activities were dominated by Western financial institutions, the focus revived yet again to 
conventional banking system and deal with interest again. 
When conventional bank emerged after the industrial revolution, Muslims desired to 
stay clear of interest. .A majority of Muslim jurists and scholars expressed their serious 
concern %\ ith this model and they called for the development of alternatives to provide the 
financial intermediation function in Muslim society."' However, the valuable theoretical 
work as dune in the earl\ nineteenth century. At that time most of the Muslim nations were 
under colonial rules, when Muslim countries gained their independence after World War II, 
the experiments in interest-free institution started on modest scale and graduall expanded in 
scope. t ' Although Islamic bank became reality in I 960s. but this does not mean that banking 
activities did not emerge in early Islamic history such as receipt 01' deposit, loan insurance; 
movie% exchange, and bill of exchange, were in existence since the early years of Islam. 
Before the existence of Islam. Makkah was the center of trade and was used as a transit point 
by trader passing through the city from the north and south border. Thus. all the financial 
activities such as deposit. loan, and money exchange developed rapidly even after Islam 
became it center in Makkah and Madinah. 
11Khiyar Abdallah Khiyar, No.1, P.79. 
12Munawar lqbal and Philip Molyneux, Thirty years of Islamic Banking History Performance and prospects 
(London: palgrave Macmillian publishing, 2005), P.36. 
13Phillip Molyneux and Munawar lqbal, No.9, P.147. 
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From the historical point of view Islamic Banking can be divided into three eras. T he 
first era began from early years of Islam in Makkah until the period of Caliph Ar-Rashideen 
(companions of prophet). The second era spreads from the era of Caliphates until the fall of 
Uthmanuiyah Empire. This is followed by the third era, which is the era of modern Islamic 
Banking.'a 
1.1.2 Early Era of Islamic Banking 
Islam was born in Makkah when Pmphci Muhammad (PRUH) first received divine 
covenant of Islam in the year 610 AD at mount Ilira, and Islam was preached openly in the 
year 613 AD at mount Sara. Makkah was considered to be one of the nrosi important places 
in Arabia. The Makkah communities had grown beyond the limitations of clan and tribe to 
afford the complexity of political and economic ties. Makkah was the city of trade and its 
business activities continued even after Islam became rooted here. During this time 
businesses and traces were involved in loans with interest charges. Although in the early 
year of Islam the Prophet Muhammad IPBIJH) and his companions introduced Islam to 
Arabs. this is evident to indicate that the development of Islamic Banking system started 
from the time of Prophet Muhammad (PBUH)." 
Riba-ridden lending was generally eliminated from the Muslim society of the 
Prophet's (PBUH) era. Other forms of financing (Mudarabah, Benevolent ]ending, Sale on 
credit, and Bai al-Salam) dominated the financing, practices of that period. 
While discussing the Mudarabah, the fugaha (Jurists) usually refer to the Mudarabah 
venture the Prophet Muhammad (PBUH) had with Khadijah (HA) which started more than 
fitleen years before the beginning of the revelation. They also mention the common practice 
of Mudarabah in the Makkah society. It should be noted that Mudarabah implies that the net 
sudln Hawn and Wan Nurfiza W an Amt, Nu.3, P.47. 
"Sudin Haron and Bala 5nanmugam, Islamic Bunking System concept and application (Kuala Lu7tpur: 
Pelanduk publication), p.1. 
profit of trade is shared between the owner (Rab al-mal) and the orker (Mudarib) after it is 
actuall\ realized at the end of the transaction. 
Prophet Muhammad (PBU11) had advocated lending and sale on credit. lbn F Masud 
narrates that Prophet Muhammad (PBUI-I) said:" "Whoever gives two loans will have a 
reward (equivalent to the reward) of one of them (be it given charity)." reported by Ibn 
Majah. V.2 p.812. 
.Auhdullah lbn-e-Rabiah said: "The Prophet Muhammad (PBUH) bought some food 
on credit from a Jew and he The Prophet Muhammad (PBUII) gave him (the Jew) his mail 
(armor iron cloth) as a securit\ Al Bukhari. v3 pp.1 > and 231. 
Bai al-Salarn as made Ia\%ful h\ the Prophet Muhammad (PBUH). As Arabs 
depended on seasonal trade and agriculture for their livelihood, the practice of Bai al-Salam 
sale with forward delivery must have been common in their life. AI-Bukhari reports from Al-
Bara Bin Azib. "When the Prophet \Iuharnmad (PBUH) came (to AlnIadinah) we used to 
Salam sell forward against cash payment until the season". Al I3ukhari, V4, p.269. 
E3oth before and after the arrival of Islam in Makkah, deposits were made fur sate-
keeping. the person entrusted to keep the deposit would pledge to return the amount 
deposited. Prophet Muhammad (PB)EE) was one person renowned for his honesty and 
trusted b,, the people. Ile remained custodian of other people's deposits until his migration 
from Makkah to Madinah. Before his departure. the Prophet Muhammad (P13U11) appointed 
Saiv idina Ali to return all the deposit to their rightful owners. 17 
In the absence of state deposit taking institution, public money and valuables, they 
were kept by trustorth\ individual such as Prophet Muhammad (PBUH). Another 
trustwworth' indli idual who prosided deposit facilities to the public in the early years of 
16Monzer Kahf and Tariqullah khan, Principle of Islamic Financing (Jeddah: Islamic Research and Training 
Institute (IR11), Islamic Development bank (IDB), 1992), pp.11-15. 
''Sudin Haron and Wan Nurfiza Wan Azmi, No.3, P.48. 
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Islam as Al 7.ubair bin Al Awwam. I Ie refused money from depositor it' it was in the form 
of deposit or trust (Wadiah). Instead, he preferred it to be in the ii rnm of a loan (Qard). Al 
/.chair's action was a'\ ise one; it covered two objectives. First. b\ treating the deposit as a 
loan, he had the right to use it. Secondly, if the deposit was not used, it would actually be it 
loss to its o\\ ner. On the other hand. as a loan, the deposit was sate, because it represented as 
a secure guarantee to the owners since the borrower was liable to return the deposit to the 
depositors.' 
Beside the prohibition of interest, and deposit under the principle of loan or Qard, 
activities related to remittance and the bill of exchange had also existed in the early years of 
Islam. for example Ibnu Al-Abbas received the "\Varik" (a type of currency that originated 
from silver and melted down to become Dirham, which is 3.0 gram coin of pure silver) and 
sent an acknowledgement of Kufa (a city of Iraq). Similarly, Abdullah bin Lubair received 
cash in Makkah and wrote to his brother in Iraq who repaid the depositor when the arrived 
in Iraq. \leanwhile, Savf al-Daw-alah al-Hamdani was the first person in Islamic Banking 
histor\ to use cheques. 
Besides this, the practice of exchange of items and money also existed during the Carly 
year of Islam. The Prophet vtuhammad (PBUH) on many occasions had to resolve problems 
pertaining to money exchange. This is evident from on Hadith narrated by Ahu al-Minhal: 
"I asked al-Bara bin Azib and Laid bin Arqam about practicing money exchange. 
They replied. ' We are traders in the time of Allah's Apostle (PBUH) and I asked 
Allah's Apostle (PBUH) about money exchange. He replied, "If it is from hand 
to hand, there is harm in it: other" ise it is not permissible." 
(Sahih Al bukhari, vol.3 p.157). 
This is a part of numerous Hadiths to indicate that the practice exchange money 
existed at that time.'" 
18Mei Pheng Lee and Ivan Jeron Detta, No.4, P.4. 
19Sudin Haron and Bala Shanmugam, No.15, p.4. 
20Sudin Haron and Wan Nurfiza Wan Azmi, No.3, P.49. 
The Islamic financial institution which originated during the time of the Prophet 
Muhammad (PBUI I) as called "Baitul ma1" (the exchequer or public treasury of an Islamic 
state). Prophet Muhammad (PBUH) used Mosque (masjid) as the treasure and Hazrat timar 
the second caliph also recognized establishment of 13aitul mal. The revenue for Raitul mal 
came from primary and secondary sources. 
1. Primary sources were Zakat (%%ealth tax), Kharaj (land tax), Jazia (poll tax). Custom 
duties, Tolls and Sadaqah (donations). 
2. Secondary sources included property with no known owner, property of apostates 
and estate of deceased person without legitimate heirs. 
The fund of Baitul mal to expend into two categories of expenditure 
I. The expenses of state responsibilities such as the expense for the army and salaries 
for state officials. 
2. To provide activities for the public benefits such as constructions of roads and water 
suppIies.21 
The Baitul oral can be divided into three t~'pes. 
I. Baitul mal al-khas: This 'g as the "royal treasury" with its own sources of income 
and item of expenditure. It %\ould cover the personal expense of the Caliph, his 
palaces, harem and pensions of the members of the royal family, palace wards and 
itts from the Caliphs to foreign princes. 
'. I3aitul mal: Was a sort of a state bank for the Empire. The Islamic Empire was 
highly centralized, both at the provincial and the central level, administration of 
Baitul mal was always in the hands of one person. At the provincial level, the 
supreme head of the E3aitul-mal was the governor of the province. The central 13aitul 
'Sud.n Huron and Bala Shanrnugam, No.15, p.3. 
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mal was situated at the capital of the Empire so that it could be under the direct 
control of the Caliph. 
>, Baitul mal al-Muslirnin: The treasury of all the Muslims. In fact, it was not for the 
Muslims alone; its functions comprised the welfare of all the citizens of the Islamic 
Empire regardless of their caste, colour or creed. [he Baitul-mal was situated at the 
chief masjid and was administered by the Chief Qadi at the provincial level. 
The practices in early Islam can be compared with banking practices in present day as 
tblloww in<~. 
ILink as Depositor• 
Fhis is clear, that the kind of deposit in the pre Islamic period was a kind of safe 
keeping; a depositor pledge to return the same thing as had been deposited with him such as 
a great companion of Prophet Muhammad (PBUH). Az-Zubair bin al-Awwam. who refused 
to take money on deposit. he preferred to take it as loan. Abdullah bin Az-Zubair narrates his 
father as saving that when a man brought mone\ to he deposited with him, Zubair would say: 
"No, it is a loan: because I am afraid it ma> be lost". Thus the total money as computed by 
his son Abdullah amounted to t\%ent' two hundred thousand Dirhams (2.200,000 Dirhams), a 
lar_,e suns aceonlin-, to the standards of that time. 
Bank as Investor 
It can e(early be seen that the famous trips made b\ \lalkkan traders to S%ria with 
huge caravans full of goods tier trade that polled from different people to participate in the 
profit and share the risk (profit-and-loss-sharing) or on interest basis. In the time of Hazrat 
Umar, Aubdullah and Uba>d ul Allah, the sons of Hazzrat Umar, while passing through Iraq. 
Abu \lusa al Ashari rives the share to their mother from the public treasury of the ;Muslims 
to sons of Umar, which they use this money invested in trade, gave the amount to their 
22Muhammad Abdul Mannan, No.8, p.176. 
23Homaud, Sami Hassan, Islamic Banking (London: Arabian information, 1985), p.20. 
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mother and kept with them , the profit made thereof. Firstly Umar was not satisfied of this 
for his son, and then he accepted and allowed for this money should be treated like a loan, it 
can be used it and obliged to restore if it had lost.Z9 
Bank as a Public Treasury / Central Bank 
In about 15 All. (636 A.D.). Haarat Umar was given free htmdred thousand Dirhams 
by the Governor of Bahrain Abu Hurira. Umar called the consultative assembly, informed 
them and asked them what was to be done with it. Walid bin Hisham said that he had seen in 
Syria that the treasury and the office of accountancy were mentioned separately. Hazrat 
Umar approved the suggestion and laid down the foundation of public treasury_ I lazrat Umar 
is the first leader in Islam who established an organized system of Baitul ma] or Public 
Treasure which undoubtedly functioned as a central bank for the new Islamic state." 
Bank as a Creditor 
From the days of the Umayyad, the Daitul-mal also played the role of an agricultural 
credit as well as commercial hank_ The Governor of Iraq under Abdul Malik and Walid, It 
lent two million Dirhams to peasants. The historians say that no details are available about 
the terms and conditions of this loan and opine that no Interest was charged oil this. 6` 
Bank as a Money Changer 
In money dealings, the different kinds and weights of currencies provided the need 
tar exchange and barter of stoney. The money exchanger was called as 'Sarraf' and In the 
time of Abbasid Empire the Sarraf used to collect gold and silver bullion from the people and 
in exchange give them coins equivalent to the value of the bullion, thus profiting themselves 
by the difference between the face and intrinsic value of gold and silver coins. Since thorn 
24Imamudin, S.M., Some Aspect of Booking in Medieval Muslim Countries (661-1258 A.D.J°, in Thoughts on 
Islamic (cosmic- (Dacca, Ba n desh Is amlc Economics Research Bureau, 1980), p.183 
"Numan'i, Shibli, AI-Farooq: The Life of Omer New Delhi), pp.260-2&1 
°°Imamudin, S.M., No.23, p.182, 
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were different currencies, the money exchange activity took place for long time to satisfy the 
needs of the people. Present day this job is done by modern banks.:  
The Islamic Banking concept appeared by a few activities in the early years of Islam, 
it is not successfully to expand and become a complete banking system. After that period the 
dark ages hich swept the European Continent between the filch to the tenth century, also 
had significant impact upon Muslims countries. The revival of commercial and economic 
activities in European countries commencing from the twelfth century save the emergence of 
the conventional banking system. This new system expanded rapidly not only in Europe but 
other parts of the world. 2` 
1.1.3 Islamic Banking in the Middle Era 
l he middle era of Islam began with the end of the reign of Caliph Uthman in the year 
661 AC. What followed was the reign of Caliph Umaiyah (661-750) with Damsyik as the 
centre. followed by the reign of Caliph Abbasivyah (7550-I25S) \\hich was centered in 
Baghdad, the reign of Caliph Umaiyah in Spain (756-1031) and the period of Uthmanniyah 
nipire (1330-1918). 
The fall of the Roman Empire and the occurrence of the Dark Ages which swept 
europe had a significant adverse impact on the economic activities of Muslim countries. The 
revival of the economies of the European countries and the resurrection of the conventional 
banking system were affected that the conventional banking system expanded beyond the 
European continent to the Muslim countries, although Islamic Banking failed to expand 
during this era. 
The development took place in terms of Fatwa (legal opinions) by Muslim Jurists 
involving issue of Muamalat. particularly those pertaining Riba. This was the era of many 
renowned jurists or ulama such as Imam al-Azam Abu I-lanitah (60H/698-1 011/767). Imam 
27Homaud, Sami Hassan, No.22, p.21 
28Sudin Haron and Bala Shanmugam, No.15, p.4. 
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Malik ibn Anas (93/1-1712-179 H1795). Imam Ahmad Ibn Hanbal (164H778-241 H855) and 
al-Shatii ( 150 1-1767-204 11820). who were the founders of Four Mazhab (the school of 
thought). 
The views of these Ulama, particularly on subject of Muamalat, have become the 
retiLrence point for Ulama in the Modern era of Islamic Banking in giving their opinions and 
judgments related to Islamic Banking activities in accordance with Shari'ah principles."' It 
can be said that the Islamic bank system in the Middle Era were to prepare alternatives and 
paved the %%a\s to establish completely Islamic Banking system into the next era. 
1.1.4 Islamic Banking in the Modern Era 
In the Modern era. it seems that the history of Islamic Banking could conveniently be 
divided into two parts, tirst, hen it still remained an idea; second, when it became a 
reality.' The contemporar\ Islamic hank movement created the persistent efforts made by 
Islamic scholars and institutions to find Shari'ah compliant means and measures to eliminate 
interest from economic and financial dealing particularly in the Muslim world.'' 
The late 19"' and early 20'x' century is clearly known as the beginning of the era of 
Islamic resurgence. Some of prominent scholars responsible for this resurgence are as 
tollo\s-. Jamal al-Din al-Afghani t 1838-1987), Muhammad Abduh (1849-1905). Rachid Rida 
(1865-1935). Muhammad Igbal (1875-1938), Ilassan al-Banna (1906-1949), Syid Qutb 
(1906-I966). Abul Ala Mawdudi (1903-1979) etc. Their thoughts became St nil UIation for 
Muslims to perform Shari'ah compliant and developed the practice to eliminate interest in 
their social and economic ties.'' 
29Sudin Haron and Wan Nurfiza Wan Azmi, No.3, P.50. 
30A.L.M Abdul Gafoor, Interest-free Commercial Banking (Groningen, the Netherlands: Apptec Publications, 
1995), chaptec4 Islamic Banking, p.2. 
3 'M.Mansoor Khan, M. (shag Bhatti, Developments in Islamic Banking the case of Pakistan (New York: 
Palgrave Mcmillan, 2008), p.38. 
32Mei Pheng Lee and Ivan Jeron Detta, No.4, P.5. 
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Although fahva or opinions h% Muslim jurists stated that the prohibition of interest 
dealine b% conventional banks no efk rt as made until the early 20 h` century b) either 
Muslim go'ernment or private parties to establish Islamic banks.' The development of 
Islamic Banking is a recent phenomenon although the idea to establish Islamic bank goes 
hack to as earl\ as 1940s. However, the conditions then were not enough ti>r actual 
establishment of an Islamic bank as not much thought had been given to technical details and 
actual operation of an Islamic Bank. 
In the mid I940s in Malaysia. the first attempt to establish an interest-free bank 
started. A plan to invest prospective pilgrim saving in real estate and plantation in 
accordance with Shari 	as. ho\Neser. unsuccessful.' In late I 950s a pilgrimage ti►nd was 
established tor the purpose of helping those who want to accumulate their saving for making 
a pilgrimage trip to Makkah. The fund became a full-fledged interest-free investment bank in 
1962:' ' -I he first experimental local Islamic bank was established an interest-free banking in 
the late 19~0s in rural area of Pakistan that charged no interest on its lending.'' A small 
experiment was undertaken b\ a small number of pious landowners who %\ere prepared to 
deposit funds \\ ithout interest rewards. The credit was advanced to other poorer landowners 
liar agricultural improvements. No interest was charged for the credit, but a small fixed 
administrative fee was levied to cover the operating costs of the bank. But just as the 
PAistan \ensure was being ended a Ile\+ experiment was being tried in Egypt.' 
In 1963. the establishment of Mit Ghamr Saving Bank at one of the rural regions in 
Egypt inspired the dawn of the modern era of the Islamic Banking history and paved the a\ 
33Sudin Haron and Bala Shanmugarn, No.15, p.5. 
.`Ahmad Ausaf, No.10, p.2. 
3,Frol, Cengii, and Radi El-Bdour, Attitudes, Behaviour and Patrinage Factors of Bank Customers towards 
Islamic Banks (International Journal Banking and Marketing, Vol.7 No.6, 1989), pp. 31-37. 
Monzer Kahf, Islamic Banks at the Threshold of the third millennium (Jeddah: IRTI), p.2. 
Wilson Rodney, Competition in Islamic Banking, in Rodney Wilson (ed.), Islamic Financial Market, (London: 
Routledge, 1990), pp.19-32. 
38Abdef kader Chachi, Origin and Development of Commercial and Islamic Banking Operations (leddah: Islam 
Economic Research Centre, 2005), p 15. 
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for the e.tahlishtnent of other Islamic banks. This bank provided basic banking services such 
as dcpolit account, loan account. equity participation, direct investment and social services.''' 
A pioneering experiment of the principles of Islamic Banking in practice `as 
conducted in Mit Ghamr from 1963-1967. The experiment combined the idea of German 
saving bank with the principles of rural banking.40 The bank had started in a modest way 
with one room and staff of twenty five persons. The rural people in that region were religious 
and pious would not put their saving into any bank because interest is prohibition in Islam. 
Under these circumstances, the emphasis was given to educate the people about the use of 
Islamic Banking.4 ' 
The Mit Gharnr Islamic Saving Bank (MGISB) was started by Dr. Ahmed LI-Naggar 
who later became Secretary General of the International Association of Islamic Banks. 
Although FI-Naggar. was primarily an academic himself, he managed the bank and carefully 
selected the hank's staff from enthusiast Muslims, who had some banking experiences with 
commercial institutions. L  According to its founder and manager. }?1-Nagl;ar, the role of this 
hank \s as three fold: First. to act as an efficient intermediary bet\%een the supply and 
demand of capital: Secondly, to act as an educational centre for economic efficient', saving 
education and banking habit: and thirdly. To set a dynamic factor in mobilizin , the idle 
capital for investment, thus, reducing and the problems of capital formation.'' The bank 
appeared to be %cry successful due to increasing community support. Within a short tine, its 
busines', de eloped into nine branches. managing funds to the value of I.8 million Egyptian 
pounds deposited by more than 250,000 depositors.a ' 
39Sudin Haron and Wan Nurfiza Wan Azmi, No.3, P.52. 
40T. Wholers-Scharf, Arab and Islamic Banks: New Business Partner for Developing Countries (Paris: OECD. 
1983), pp.79-80. 
41R.K. Ready, The Egyptian Municipal Saving Bank Project, International Development Review, Vol.9, No.2 
(1967), pp.2 5 
`Rodney Wilson, Banking and Finance in The Arab Middle East (New york: St Martin's Press, 1983), p.76. 
Abdelkader Chachi, No.38, p.16. 
4`M.Mansoor Khan, M. Ishag Bhatti, No.31, p.39. 
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Table 1.1: Development of Savings Accounts in the flit Ghamr Saving Bank 
Year Number of savers Amount (L1;) Average (LE) 
1963164 17.560 	1 40.944 2.33 
1964/65 30.404 191,235 6.30 
965/66 151,998 879,570 5.79 
1966/67 251,152 1,828,375 7.28 
Source: \tit (ihamr Savings Bank .Ianuol Report. I963-67 
The number of depositors increased tremendously from 17,650 depositors in its first 
'ear of operation (1963-1964) to 24,152 depositors at the end of the 1966/1967 financial 
year. Similarly, the amount of deposit increased from 40,944 (Egyptian pounds) at the end of 
its first year of operation to 1.828.375 at the end of the 1966/1967 final \ear.' 
The bank's operations N% ere based on Shari'ah included five areas: Deposit Accounts. 
Loan ;%cc:o ants. Equit\ Participation. Direct Investment, and Social Services. 
1. Deposit Accounts were divided as saving accounts, which did not give any 
financial re\~ards but' ere meant to develop the habit of saving among small savers 
such as student: and in\estment accounts. \1hlch were run on the basis of profit and 
loss >harino. 
2. Loan Accounts \\ere classified into two main types: Non-investment loans and 
Investment loans. Non-investment loans, «hick were purposed for personal 
financial problems. Investment loans were provided for investment purposes on the 
profit and loss sharing and were paid back on installments. 
~. I:uuihv Participation the bank participated as join owner, holding a title deed to the 
enterprise and sharing the profit with the entrepreneur in proportion to the amount 
of capital invested. 
4. Direct Investment started at the end of second year to initiate enterprises on its 
O\ 11. 
45Sudin Haron and Wan Nurfiza Wan Azmi, No.3, P.53. 
V. 
5. Social Services 'ere represented mainly through the establishment of special Zakat 
fund \+hich paid voluntarily by individuals to be used for the purpose of' helping 
others social!` and economically.4 
It is to be noted that due to political unrest in Egypt, its operation suffered a setback. 
At that time, the Mit Ghamr Bank and its branches were put under the direct control of the 
state administration and consequentl\ lost their operational autonomy. In the second half of 
1967 the operations of the bank were undertaken by the National Bank of Egypt and Central 
Bank. Operational policies \sere changed and the basis of interest-free banking was 
abandoned. Until 1971. \+hen Sadat came to the power . that the experiment of the Mit 
Ghamr Saving Bank as revived %kith the creation of the Nasser Social Bank (NSB).4" 
Nasser Social Bank was the first Islamic hank to provide social services for low income 
groups. and it was the first in urban setting, and the first time that a government in Muslim 
countr' had shown an interest incorporating an interest-free institution. a8 
The late Saudi Arabian King Faisal bin Abdul Aziz al-Saud was one of the noteworthy 
individuals who played an important role and made a major contribution to the development 
of Islamic Economics and Islamic Banking. Ills Majesty initiated the establishment of the 
Organization of Islamic: Conferences (OR.') and urged Muslim countries to develop their own 
Islamic Banking,49 
I he most significant development in the history of Islamic Banking was set up with 
the establishment of the Islamic Development Bank (IDB) in 1975. which was established by 
the Organization of Islamic Countries (OIC). It as primarily an inter-governmental bank 
purposed at the providing funds for development projects in member countries and provided 
fee-based financial services and profit-sharing financial assistance to member countries.50 
46 Wilson Rodney, Islamic Financial Markets (London: Routledge, 1990), p.60. 
°J Ahmed Al-Naggar, Banks without Interest (Jeddah: King Abdul Aziz University Press, 1976), in Arabic 
48Khiyar Abdallah Khiyar, Nol, P.82. 
49Sudin Haron and Wan Nurfiza Wan Azmi, No.3, P.54. 
5°Munawar lqbal and Philip Molyneux, No.12, p.37. 
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After the IDB was establishment, it was followed by the Dubai Islamic Bank in I975 
which was the first private interest-free bank and in 1977 three more Islamic banks %%ere 
incorporated, namely Faisal Islamic Bank of Egypt, Faisal Islamic Bank of Sudan, and 
Kuwait Finance House. Islamic Banks set up in the 1970-1980s are as shown in following 
table.' 
Table 1.2: Islamic Banks Set Up in the 1970s and 1980s 
cane 	 Country 	 Date of 
l_ 	 _ Establishment 
Nasser Social Bank 	 E,vot 	 1972 
Islamic Development Bank Saudi Arabia 197.5 
Duhai Islamic Bank United Arab Emirate 1975 
Faisal Islamic Bank of Egypt 
Faisal Islamic Bank of Sudan 
Egypt 1977 
1977 Sudan 
Kuwait Finance House Kuwait 1977 
Islamic Banking System 
International I loldim~ 
Jordan Islamic Bank 
Bahrain Islamic Bank 
Luxembourg 
Jordan 
Bahrain 
1978 
1978 
1979 
Dar al-Mal al-Islami Eg\ it 198 
Bahrain Islamic Inv.Com any Bahrain 1981 
Islamic International Bank for 
Investment &Development Egypt 1981 
Islamic Investment House Jordan 1981 
AI-Baraka Investment and 
Development coil pang Saudi Arabia 1982 
Saudi-Philippine Islamic 
Develo ment Bank Saudi Arabia 
1 	82 
Faisal Islamic Bank Kibris Turkey 1983 
Bank Islam Malaysia Berhad Malaysia 1983 
Islami Bank Bangladesh Ltd Bangladesh 1983 
Islamic Bank International Denmark 1983 
Tadamon Islamic Bank Sudan 1983 
Qatar Islamic Bank 
Beit Ettamoutiil Saudi ' ounsi 
Qatar 198 
1984 Tunisia 
W1 est Sudan Islamic Bank 
AI-Baraka I'urkish Finance House 
Sudan 1985 
I985 l'urkev 
Faisal Finance institution I'urke 1985 
Al Rajhi Company for Currency 
Exchange& Commerce Saudi Arabia 
I98 
Al-Arleen Islamic & Financial 
Investment Corp. India Ltd. India 198 
"Sudin Haron and Wan Nurfiza Wan Azrni, No.3, P.55. 
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Another organization as an impetus for the establishment and promotion of Islamic 
Banking. is "The International Association of Islamic Banks". This organization was 
established on ?0 h` August 1977 by the OIC in Jeddah. Saudi Arabia. Currently there are 35 
Islamic banks which have subscribed as full members.'` 
Dr. Ahmad Mohamed Ali. President of the Islamic Development Bank has divided 
the JC\,lohment of Islamic Banks into many phases. [he first phase 	hich set up in the 
1950s as the starting point, during this period Islamic scholars began giving, their views on 
concepts of Islamic Banking to replace conventional banking, systems. The I960s saw the 
emergence of early institution of Islamic banks as Mit Ghamr Saving Bank in Egypt ml 9ô3 
and Lembava Tabung Haji in Malaysia in 4966. The period of the 1980s was the most 
significant phase in terms of the Development of Islamic Banking system. During this 
decade. many banks \\ ere established and new products emerged. Conventional banks also 
showed interest in providing Islamic Banking service through the window concept. "I'he 
I990s \%itnessed the development of Islamic Banking in the American capital market. %\ here 
the Do\\ Jones Islamic Index was launched.' 
hi; modern era as the most significant period in the histor\ of development of 
Islamic hank industn. During this period, it matured in a viable alternative model ot' 
financial intermediation. It achieved respect and credibility both theoretical development and 
practical experiences. ()n the one hand, several financial products compatible with the 
Shari'ah uere de eloped and, on other hand. Islamic Banks showed good results While using 
these products.`' 
i2Sudin Haron and Bala Shanmugam, No.15, p.11. 
53Sudin Haron and Wan Nurfiza Wan Azmi, No.3, P.58. 
54Munawaf tgbal and Philip Molyneux, No.12, p.37. 
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Table 1.3: Timeline of Islamic Banking 
Timeline of Islamic Banking (1950-2007) 
Fcundng of 
Perbaeanan Wang 
Ssrnpanan Bakal-Bekal Rep 
(PBSBH) in Malay" Foundng of 
Dubai Islamic 
Bank Kuwait 
Fuiance House. 
First GUI B an k 
Conventional banks 
Open Itlamic 
branches 
Islamic accounting 
standards organisation 
forms 
Fist atIampts 
to form Islamc 
banks 
Bank Miu opens 
Islamic branches 
Founding of Mit 
Gharnt Savings 
Bank in Egypt 
Rogonal 
vendors enter 
matkot 
Isiam.zalion of 
banking in Pakistan. 
lan. Sudan 
Global Core 
vendors ante 
markcf 
Numbee of banks 
offering Islamic 
products expends 
EP 053Q.RCEEr S.,.. (M ak—An 6i•.ic e. v. .".,do 0n4 F..... V,•~a CLUB••rwrI,T•.,. cwp nsrrrc% 
Exhibit 1 
me ire of Is!arn.c Banking t1950-2007) 
Source: Leona,do and Francis Press, core vendors, TowerGroup 
One of the most important contributions made by this bank to Islamic banking history 
was that it proved to the Muslim community that there was an alternative to the conventional 
hankin,-, system.- ' 
1.2 Objectives of the Study: I he principle objectives of the study are as under: 
1. To study the historical background and the development of Islamic Banking which 
were attempted during the last fitly \ears or so. 
'. To understand the issues involving in Islamic financial instruments in Islamic 
banking which \\ere essentially adopted to eliminate interest in accordance with 
Al-Quran. Al-Hadith and Islamic Jurisprudence in Islamic banking. 
3. Fo analyze the progress, development and structure of Islamic Banking of Saudi 
Arabia as well as the evolution of Islamic Banking since the creation of the 
Kingdom. 
55Sudin Haron and Bala Shanmugam, No.15, p.6. 
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4. To examine the evolution and development of Islamic Banking of Thailand as well 
as planning to administer the organizations and opportunities to expand in future. 
5. To criticall' stud} and analyze both the structure and planning between Islamic 
Ranking of Saudi Arabia and "Thailand particularly relating to operating systems 
between them. 
1.3 Hvputheses 
1. Islamic Banking operates in accordance with the rules of Shari'ah (Principle of 
Islamic Jurisprudence) although in each country, it has distinguished operational 
system. 
2. Islamic Banking utilizes various Islamic Financing Instruments: its potential to 
encourage the economic growth of a country Without based on interest. 
>. Islamic Ranking. can take place in Non-Muslim countries also. 
-1. Islamic Banking of Thailand has opportunities to achieve and to expand the 
branches all around the country. 
5. Islamic Banking system of Thailand is quite different from Islamic Banking 
s\stem of Saudi Arabia by comparison. 
1.4 Methodology (Sources of (lata) and Scope: 
It is a historical -cum- analytical study which is essentially based on secondary 
sources of data and information which is collected from different sources and publications. 
Various \earl\ and monthly official and semi-official publications providing information on 
the feature program and development of Islamic banking of Saudi Arabia and Thailand have 
been consulted to examine the objectives of the study. Several statistical tools relevant for 
the studs have been employed to analyze the different issues and testing of hypothesis. 
t3roadl' speaking the sources can be classified under two heads: 
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1. National source: 
Saudi Arabia: 1 his harticularl' includes go\crnincnt publications namel' Saudi 
Arabian Monetar\ Agencies (SANTA). Ministry of finance and National Economy, Banking 
and Financial Service of Saudi Arabia, Saudi Arabia Investment Bank etc. 
Thailand: It consists of different publications of Central Bank of Thailand. Islamic 
Bank of I hailand. Ministry of Finance. The Stock Exchange of Thailand, and Officer of the 
Sccuritie\ and Exchanze Commission etc. 
2. International Sources: 
It comprises of Islamic Development Bank (1DB). Islamic Research and I raining 
Institution (IRFI), Islamic Banking and Finance Institution of Malaysia (IRFIM), Dar Al-
Mal Al-Islam 'Crust etc. 
1.5 Significance and Limitations of the Study 
l he scope and significance of the study is limited. The proposed study \¼ould focus 
on both the operational system bet\~een Saudi Arabia and Thailand and its important role as 
a crucial contributor to drive alternative ways for Muslims to provide Islamic financial 
instruments between both the countries, which assisted the Muslims to eliminate interest 
from their financial dealings in accordance with Shari'ah. Furthermore, the study specially 
emphasizes on the different structure of the growth and development between two countries 
because it has been identified as significant information for this study. 
1.6 Literature Review 
1. Review of'1'heory 
1.1 Quranic Verses Related to Islamic Banking Practices 
The methodology of the Shari'ah in dealing vv ith 'ibadat (de\otional acts) and 'mu u 
llhdal (transactions) is some\%hat different in character. A thorough study of the Quran and 
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the Sunnah on this subject reveals that 'ihac/at have been dealt with in detail, while mu u 
ma/at have been discussed in general terms. The wisdom appears to he that ibuelui are held to 
he universal truths that are unaffected by time and space. They are not subject to 
modification or change hx means of' ijitihad or otherwise. The muumulat are matters 
pertaining to individuals interacting amongst themselves. The variety of this interaction is 
neither tureseeable nor capable of being complied with by a regime of fixed rules. They are 
also changeable in different era of time within \arious geographical entities. (Dr. 
NIuhamntad Tahir NIansuri. 2010, p.3.) 
Shari'ah ordains that a creditor's demand for any increase on capital over or above 
the principal in lieu of time, as it condition for extending credit. is Riba or interest, and 
strictly prohibited. The prohibition of' interest is absolute; it does not matter whether the 
stipulate increase on capital is high or low simple or compound. taken for personal or 
private, productive or consumption purpose. I he rulings on the prohibition of interest are 
mentioned in holy Quran and also well-proven from the Prophet Mohammad (P13UH)'s 
traditions. (M. Mansoor Khan and M. lshaq Uhatti 2008. p.20.) 
The word Riba or its variant has been used in numerous versus of Al-Quran. There is, 
however. a complete consensus among Muslim jurists that only in the following eight verses 
of Quran: this word has been used in its economic sense: 
"And from the Riba-based giving (investment), you think as if your wealth 
is increasing, at the cost of others (borrowers), but in the sight of Allah (from 
o\erall perspective). it is not increasing. On the other hand, when you give 
something in charity to please Allah. then your wealth is increasing (in the 
sight of Allah)". (Al-Room 30:39) 
"Due to the thrannv of those who entered the Jewish religion we have 
banned them from good things that had been law ful to them; and due to their 
dissuasion from the religion of God and taking usury which is banned to 
them and by reason of eating the monies of people though illicitness we 
have prepared tbr the renegade atheist among them painful suffering". (Surat 
An Nisa. Verse 159-160) 
The Quran states: 
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"Believers! Do not consume Ribs, doubling and redoubling and fear God so 
that you may prosper" (Aal-e-Imran 3:130) 
"People wha indulge in Riha shall he raised like those who have been 
driven to madness by the touch of Devil. fhat is because they say that a 
Riba-based transaction is just like trading, while God has permitted trade 
and prohibited Riba hence those who have received the admonition from 
their Lord and have desisted accordingly may have what has already passed, 
their case being entrusted to God; but those who revert to Riba-based 
dealings, shall be the inhabitants of the hell-fire and abide therein forever. 
(You must luww that) God deprives Riba from all blessings and blesses 
charity; He loves not any ungrateful sinners'. (Al-Bagarah 2:275-6) 
"Oh you (who claim to be) believers!, Fear God and give up Riba that 
remains outstanding if you are true believers. Watch out! If you do not obey 
this commandment, then Cud declares war against you from Himself and 
from His Prophet. But if you give up your outstanding Riba, then you can 
claim your principals. Neither should you inflict harm (due to Riba) to 
others, nor others should do harm to you'. (AI-Bagarah 2:279-74) 
"God has made buying and selling lawful, and Riba uilawftr' (2:274). 
"Those who eat Riba (usury) will not stand except like the standing of a 
person beaten b) haitau (Satan) Leading him to insanity. Thai is because 
they say: Trade is only like Riba (usury). Whereas, Allah has permitted 
trading and forbidden Riba (usury). Whosoever receives an admonition from 
his lord and stops eating Riba t usury) shall not be punished for the past: his 
case is for Allah (to Judge): but whoever returns to Riba, such are the 
dwellers of the fire they will abide therein". (AI-Bagmah (2) verses 275-276 
and 278.279} 
"'I hose who traded misguidance for the right way: their trade suffered as 
loss and thus they strayed from the right path". ( Surat AI-Bagara, Verse 16) 
1.2 Ribs in Hadith: 
On the subject of Riba, there are numerous of hadith but it can be divided fix 
purpose under the following four titles: 
1. Ahadith that reinforce the concept of Quranic Riba 
1.1 The Prophet Muhammad (PRIJH) said: "There is no Ribz except in 
loaning." (Nasace 4504) 
1.2 The Prophet Muhammad (PBUH) said: "Verily Riba is in loaning." 
(Muslim 2991) 
1.3 The Prophet Muhammad (PBUFI) said: "There is no Riba in hand to 
hand (spot) transactions."(Muslim) 
2. Ahadith that refer to Riba in barter trade 
2.1 Abu Seed Khudri said that once companion Bilal (RA) brought to the 
Prophet Muhammad (PBUH) some good quality dates. The Prophet 
Muhammad (PBUH) inquired as to where he got those dates. Bilal (RA) 
replied that he had some low quality dales, which he had exchanged in 2:1 
ratio for high quality Ones in order to present the latter to the Prophet 
Muhammad (PBUH). Upon hearing this, the Prophet Muhammad (PBUH) 
said "Oh no! Oh no That is Riba. That is exactly Riba. Do not do it again. If 
you want to do such an exchange, first sell )our dales (for money or another 
commodity) and then buy other Ones." (Bakhari 2145) 
2.2 The Prophet Muhammad (PBUH) said: "While exchanging gold for 
gold, silver for silver, wheat for wheat, barley for barley, dates for dates and 
salt for salt, exchange like for like (in equal measure) and exchange at spot 
Whosoever paid more than what he received or demanded more than what 
he gave, verity he dealt in Riba. Both the payee and the receiver are equal in 
violating the Law of God." 	 (Muslim 2971) 
2.3 Two traders asked the Prophet Muhammad (PBUH) about their mutual 
barter trade. He said: "If it is at spot, it is all right. But, if it involves loaning 
then it is not permissible." (See Shafi 1996 p.90) 
2.4 The Prophet Muhammad (PBUH) said to companion Jabir b. Ahdullah. 
''In a credit transaction, it is not permissible to take two animals for one. 
However, if it is a hand to hand (spot) transaction, such an exchange is 
acceptable.'' (Tirmizee) 
3. Ahadith (hat refer to implicit Riba 
3.1 't he Prophet Muhammad (PRUH) said: "When one of you grants a loan 
and the borrower offer him a dish, he should not accept it; and if the 
borrower offers him a Ride on an animal, he should not Ride, unless the two 
of them have been previously accustomed to exchanging such favors 
mutually." (lbn-e-Majah 2423) 
3.2 The Prophet Muhammad IPBUH) said "A loan from which some 
benefits accrue to the creditor is one of the many different forms of Riba." 
(AI-Bayhagi) 
4. Ahadith that talk about the general concept of riba. 
4.1 The Prophet cursed all those who take Riha, who give Riba. who write a 
Ribs contract and the two witnesses to a Riba contract. Ile further said: 
'They are all alike (in guilt);' (Muslim 2995) 
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4.2 The Prophet Muhammad (PBUII) said: On the night of my ascendance 
to the Heavens, I came upon people whose tummies were as big as houses 
that were filled with snakes v isihle from outside. He asked Angle Gabriel as 
to who they were. Gabriel replied that they were the people who received 
Riba (in their lives)." (IbneMajah) 
4.3 The Prophet Muhammad (PBUH) said: "Ribs has 70 segments, the least 
serious being equivalent to the sin of  man who commits adultery with his 
own mother." (Ibn-e-Majah 2265) 
4.4 The Prophet Muhammad (PBUH) said: "Deceiving of an uninformed 
entrant into a city market is Riba" (Kant al-Ummal) The Prophet said: The 
person who serves as an agent to bid up prices in open auctions is a cursed 
taker of Riba." (Kanz a(-Ummal) 
1.5 The Prophet Muhammad (PBUII) said: "In any society, when Riba 
becomes common, it causes hunger and poverty in it. And in any society, 
when bribery becomes common, it makes it depressed (as compared to other 
nations)." (See ShaIIY95 p.79) 
2. Review of Related Studies  
Banks provide financial inter-mediation consultancy and agency services that are 
diversified with the passage of time. Services are different from goods because they are 
intangible as they cannot be seen, touched or felt; perishable as we are unable to store them; 
inseparable because they are attached with a service provider. and insubstantial due to 
heterogeneity (Parnso Raman et al. 1985; Hoffman and Bateson, 2002). 
Hanson (2000) suggested that service quality shows the organization's ability to twet 
customers' desires and needs. So organization must improve their services to meet the 
customers' wants and requirements. It is found that customers' perception of service quality 
is very important for managers to compete in the market (Hoffman and Bateson, 2002) 
Financial liberalization and deregulation has increased the competition among banks 
to attract potential customers. Every banker tries to provide superior services to keep 
satisfied customers. In Pakistan_ cmergenee and growing popularity of Islamic Ranking 
products raises competition among Islamic Banks. Islamic Banks have to face numerous 
challenges in the recent age. Firstly, they are competing with their peers and secondly they 
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have to cope with the cornentional banks. Customer satisfaction is a set of feelings or 
outcome attached with customer's experience towards any product service (Solomon, 1996). 
Islamic banks are competing for more customers with each other besides stiff 
competition with conventional banks. There are several measures that were adopted by the 
researchers to assess the hank performance like profitability. liquidity, management 
performance. marketshare, sales volume, innovation, productivity, human resources. quality 
of goods and service etc. There are different qualitative and quantitative tools that are used to 
measure the hank performance. The measure of performance evaluation should be 
meaningful. It reflects management's clarity about organization's current situation and its 
viability to achieve its goals. It should he manageable as it can be handled easily based on 
simplecalculations and manipulation of data. It must be measurable as it should be 
Compaarati\c Stud\ of 1 slain ic Ranking quantiliable and operational. It may be material, as it 
should pros ide material results of signilicant urn pro' ement (Ernst & Young, 1995). 
Chapman et al. ( 1997) examined the influence of quality on the performance of an 
organization. The study measured the organizational performance using financial ratios such 
as earnings on share holders' funds, return on total assets and labor productivity ratio. It is 
found that there is a positive relationship between strategic quality indicators and financial 
performance parameters. It is reported that employees of domestic banks do not contribute 
towards profitability. But employees of foreign banks significantly contributed towards 
profitability (Arby. 2003). 
Islamic Banks showed remarkable progress. It has captured a reasonable market share 
with excellent growth rate of 114% per annttrn. The increasing number and size of Islamic 
Ranks is also a positive sign of development and success. There are six full-fledged Islamic 
Banks orkin, in different cities of Pakistan and 13 conventional banks have started partial 
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Islamic banking practices by establishing a large number of branches exclusively engaged in 
Islamic banking practices (SBP. 2006) 
Mishkin (2001) reported that banking and financial services are the integral part of 
services industry and its contribution is increasing with the passage of time. However, 
expansion of global and integrated banking sector has to face many challenges of legislation, 
technological and structural changes (Anguret al. 1999). The relationship between service 
duality and customer satisfaction is investigated by a number of researchers across the globe. 
It is concluded that there is strong association between dimensions of service quality and 
overall customer satisfaction (Anderson and Sullivan. 1993). It is found that the banking 
industry has a link bet\%een service duality and customer satisfaction (Avkiran, 1994). 
Islamic banking practices result a notable increase in the supply of loans. It is found that 
government Intervention played an important role to manage funds besides other economic 
factors ill the econom\ (Makiyan. 2003) 
There are fe\\ studies available in the literature that investigated the relationship 
between ser' ice duality, customer satisfaction and hank performance. Banks are dominant 
player ot financial market ha\ing multiple opportunities in the recent age. Islamic banking 
practices came with numerous benefits for individuals, organizations and society. It is 
suggested that service performance appraisal system of the organization should be improved 
in line \\ ith customer satisfaction in the banking sector (Kayis. Kim and Shin. 2003). 
Financial performance of banks and other financial institutions could be measured by using 
the conventional method of accounting as well as latest measures of risk and expected 
returns (Duncan and Elliott. 2004). 
The expansion of the banking industry requires a study to assess service duality in 
relation to customers' satisfaction and its influence on bank performance. Islamic banks are 
striving to capture the maximum number of customers to compete with conventional banks 
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by providing it large number of products as an alternative for interest based products. In 
Pakistan, banks are providing, a wide range of products and services and facing intensive 
competition to attract potesntiai customers. It is reported that banking and financial services 
are the integral part of services industry and its contribution is increasing with the passage of 
time (Mishkin, 2001). I lowever. expansion of global and integrated banking sector has to 
thee mans challenges of legislation. technological and structural changes (Anger et al. 1999). 
Mohamed Aritl' (1983). Presented his views about Islamic banking in his article 
"Islamic banking". Ile sa\s that one of the main selling points of' Islamic banking, at least in 
theory. is that. unlike con\entional banking, it is concerned about the \iability of the project 
and the profitability of the operation but not the size of the collateral. In many developing 
countries, of course, development banks are supposed to perform this function. Islamic 
Banks are expected to be more enterprising than their conventional counterparts. In practice. 
however. Islamic Banks have been concentrating on short-term trade finance which is the 
least risk\. 
Quraishi (1946) considered banking as a social service and government should 
support this area as supported to others. fie as in favor of partnerships between banks and 
businessmen as an alternative because the bank could neither pay any interest to neither 
account holders nor charge any interest on loans advanced. Ahmad also spoke of possible 
partnership arrangements with the businessmen who seek capital from the banks. However, 
the partnership principle was left undefined, and it was not clear who would hear the loss if 
anv. It \\as suggested that banks should cash bills of' trade without charging interest, using 
the current account funds. 
The principle of \ludarabah based on Shari'ah was invoked systematically by Uzair 
(1955). His principal contribution lay in suggesting Ntudarabah as the main premise for 
29 
'interest less banking'. However. his argument that the bank should not make any capital 
investment with its own deposits rendered his analysis somewhat impractical. 
Al-Arabi (1966) envisaged a banking system with Mudarabah as the main pivot. He 
was actually advancing the idea of a two-tier Mudarabah which would enable the bank to 
mobilize sa ings on a Mudarabah basis, allocating the funds so mobilized also on a 
Mudarahah basis. 
Siddiqi thought that interest-free banking could operate successfully 'onl in a 
country 	here interest is legally prohibited and any transaction based upon interest is 
declared a punishable offense' (1983b:13). He also thought it is important to have Islamic 
laws enti~rced before interest-free banking could operate well. This view has not gained 
acceptance, as demonstrated by the many Islamic Banks which operate profitably in 'hostile' 
environments, as noted earlier. 
Chapra's scheme also contained proposals for loss-compensating reserves and loss-
absorbing insurance facilities. He also spoke of non-bank financial 3Oinstitutions, which 
specialize in bringing financiers and entrepreneurs together and act as investment trusts. 
(Chapra 1982). 
Mohsin (1982) has presented a detailed and elaborate framework of Islamic Banking 
in a modern setting. His model incorporates the characteristics of commercial, merchant. 
and development banks. blending them in novel fashion. It adds various non-banking 
sr 'ices such as trust business, factoring, real estate. and consultancy, as though interest-free 
banks could not survive by banking business alone. 
Uzair (1982) that the central hank should acquire an equity stake in commercial 
banking h\ holding, say. 25 per cent of the capital stock of the commercial banks. The 
rationale behind this proposal was that it would give the central bank access to a permanent 
source of income so that it could effectively act as lender of last resort. 
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.Ahmad Kaleem and Mansor Md. lsa provide evidence in their article (Causal 
relationship beteen Islamic and conventional Banking instruments in Malaysia) that the 
conventional l DRs (term deposit return) cause Islamic TDRs in all categories. Their results 
also find significant competition between Islamic and conventional TDRs series in case of 
finance companies and merchant banks. Overall results conclude that Islamic Banking 
considers interest rates before adjusting its deposits returns. 
GatiOor (2001) argued that Islamic jurists are only concerned that the element of risk 
should not he excluded from the financial transactions. Otherwise. it would no longer be one 
of business and trade. but of usury. Gatbor further argued that the profits would have accrued 
from one year to another according to the performance of the bank, not according to changes 
in interest rates. 
.A studs made by Erol and El-Bdour (1989) indicated that Muslims patronize Islamic 
Banks not specifically because of the religious factor, but more because of the returns they 
would receive from their investments. Depositors in Islamic 33 countries also did not 
diftirrentiate between the services offered b\ the conventional banks and the Islamic Banks. 
The remarked that since religion is no longer the main factor in attracting depositors, 
Islamic Banks should recognize that how+ the customers view their products and services. 
They Should offer quality of service and products compatible with those offered by the 
commercial banks. 
In Malaysia. Radiate ( 1993) observed that there are two main types of depositors 
among local Muslims. The first group represents those who strictly follow the religion in life 
and want to stick with Islamic Banking at any cost. The second group consists of moderate 
Muslims. They give more priority to service quality and time value of their savings. 
Metawa and Al mossa i (1997) who surveyed Islamic Banks in Bahrain founded that 
religious beliefs are the basic reason for depositing money, follo'~ed by the rates of' return 
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and the hank's location. Ilaron and Noraffifiah (2000) observed that in 1984, the Kuwait 
Finance House did not distribute profits at all. Surprisingly there as no incident of any 
serious ithdrawal of mone'. 
Haron and Noraffifah (2000) analyzed the relationship between total Islamic deposits 
and rate of returns offered under Islamic and conventional banking schemes in Malaysia. 
The\ used the "Adaptive Expectation Model" and covered the period from January I 98 to 
December 1999 on a monthly basis. (heir findings showed negative relationships between 
the interest rates and total interest free deposits. They observed that Islamic savings and 
investment accounts holders are hi ghl\ influenced by the profit motive. 
Gillian Rice and Essam Mahmoud indicated in their article (Integrating Quality 
Management. Creativity and Innovation in Islamic Banks) that an important key to the 
:1ro\oh cif customer capital in the Islamic financial industry is knowledge-based management 
as well as a locus on the innovation of services and customer-related processes that are less 
easily imitated. The lack of knowledge has also contributed to a \\eah relationship. in most 
instances. bets+een Islamic Ranks and their central banks. This is partly due to the inabilit\ 
of the neuu I\ appointed personnel of Islamic Banks to explain adequately the special 
characteristics of their transactions to central bank staff. 
Knov.ledge, an essential basis for innovation, is created only by individuals. An 
organization cannot create knowledge by itself. An organization learns by the learning of its 
members and by ingesting ne%\ members who ha \e knowledge, which the organization 
previously did not have l Simon, 1991). A problem exists in Islamic Banks because of 
insufficient training of their personnel t.Kahf. 1999). 
Samad and I lassan (I 999) apply financial ratio analysis to see the performance of a 
Malaysian Islamic Bank over the period 1984-1y1)-7 and enerall\ tlnLI that bankers' lack of 
knowledge was the main reason for slow growth of loans under profit sharing. A bank in the 
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paper \gas found to perform better than conventional banks in terms of liquiditN and risk 
me.1sUremerit ( less risk% ). 
Haron et al. ( 1994) sought to establish the selection criteria used by Muslim 
customers in Malaysia 	hen selecting their banks. The three most important criteria 
perceived b% Muslims in Malaysia were the provision of a fast and efficient service, the 
speed of transaction. and friendly bank personnel. 
Another important contribution from this study was the potentiality of individual 
customer, ill patronizing an Islamic Bank when they had knowledge of this new system. 80 
per cent uf %1usliInm and S percent of non-Muslim respondents indicated that the 	ould 
consider establishing a relationship 	ith an Islamic bank if they had substantial 
Understanding of its operations. 
Nasser. Jamal. and Al-Khatib (1999). surveying 206 hank customers in Jordan. added 
a hank's reputation and perceived level of' confidentiality to this list of selection criteria 
noted in the I laron et al (I 994) study. Again, as in the earlier case, the researchers noted a 
high level of ignorance regarding specific Islamic products. with 70% of the respondents 
stating that religion was a very important reason for them to select an Islamic Bank. 
Similarl\. Gerrard and Cunningham (1997) found no difference between Muslims 
and non-Muslims on bank selection criteria. They do note, however, that nearly 2~% of the 
respondents indicated that religion as to the sole basis for choosing an Islamic Bank. These 
primar\ findings are in contrast to Metawa and Al mossawi (1998) who interviewed 100 
Islamic Rank customers in Bahrain and found that the single most important factor for the 
selection of an Islamic Bank is the Shari'ah-based principles that govern these financial 
institutions. 
The results of Huma\on A. Dar estimation shows that four factors, namely education. 
occupation. location and income are significant determinants of demand for Islamic financial 
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services. Other factors like age. gender. ethnicity and marital status are not statitticall-, 
si.nit+cant. 
1.7 Plan of the Study 
In order to achieve the objectives of study, it has been divided into several chapters, 
each dealing %with a specific aspect. The chapter scheme is as under: 
Chapter 1: Introduction: Historical Background 
It introduces the topic of research in a proper perspective and focuses on a brief 
histor% of Islamic Ranking, general background and related issues. It underlines the general 
important aspects of history and evolution of Islamic Banking system from early Islamic 
period to Modern Islamic Banking era. In a chronological order it also outlines the main 
objectives and the methodology employed to pursue and test the hypotheses stated therein. In 
brief this chapter provides an over iew of the subject and sets the tone for further analysis 
and in\'estlgation. 
Chapter 2: The Concept and Functioning of Islamic Banking System 
I he plain tutus of this chapter would be to deal with the Concept of Islamic Banking 
comprising the Definition. I heor>. Model Type. Objective, Strategy Function, Business 
Practice. Stabilities. Etticienc>, Finance Structure, Prospect, Feasibility, Challenges and 
Main problems of Islamic Banking as well as distinguishing features of Islamic Banks and 
Conventional Ranks for in depth examination in the subsequent chapters. 
Chapter 3: the Islamic Financial Transactions 
Fhis chapter is basicalIN devoted to the review of various Shari'ah Compliant of 
Financial Instrument %\ith conformity to principles of Islamic jurisprudence such as 
lvludarabah. hlurabahah. vlusharakah. Istisna, Takaful, Ijarah, Clare-e-I-lashanah. Bai-al-
Salam. Bai-al-Muajjal etc. as \\ell as various aspects of Islamic Shari'ah and several aspects 
of contru\L'rs\ among Modern Ulama (Jurisprudents) in the Arab World. 
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Chapter 4: Islamic Banking of Saudi Arabia 
I hi, chapter ould examine in some depth the evolution and historical background 
of Islamic Banking in Saudi Arabia as flell as its structure. It would also deal with the 
Re~aulatory Framework of Islamic Banking in Saudi Arabia such as 'I'he Saudi Arabian 
Monetar\ Agency. The Capital Markets Authority. factors behind the expansion of Islamic 
Banking etc. The evolution of Islamic financial products. the implementation of Shari'ah in 
the retail banking Industry. the Stock Market shall also be analyzed for a comprehensive 
understanding of the banking system in the country. 
Chapter 5: Islamic Banking of Thailand 
This chapter would mostly deal with characteristics of the Islamic Banking of 
Thailand. What are the objectives and purposes of the hank as well as the structure and plan 
process in Islamic Banking in Thailand. and it «oulcl also study the opportunities to expand 
the branches all around the country as well as developing plans of' Islamic Banking in the 
near future. 
Chapter 6: Islamic Banking Systems of Saudi Arabia and Thailand: A comparison 
I his chapter \\ould deal with a comparison of performance between Saudi and 
Thailand in Islamic Banking with various details in several aspects of Islamic Banking in 
both countries such as geography and climate, population and language, government, 
currency and toreign exchange regulations, economic aspects. inception of banking. Central 
Bank, hankie , structure, commercial banks. Islamic Bank, objectives of' Islamic Bank. 
shareholders, capitals. customers target and officer. financial instruments practiced, the 
similarities and differences in Islamic financial instrument, distinguishing products of Saudi 
Arabia. net ork Branches. financial performances and financial statement analysis. 
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Chapter 7 Summary and Conclusion 
This chapter cold 1\e a concise picture Of the study b\ ,ummarizing the main 
findings of the study and drawing conclusions for policy implications in order to assess the 
effectiveness between Islamic Banking of Saudi Arabia and Thailand. It also deals with the 
relationship between the two countries for coordination and success of the banking system 
which is still e\olving. 
36 
Chapter 2 
The Concept and Functioning of Islamic Banking System 
2.1 'Theoretical Models 
The theoretical ork on the concept of Islamic Banking is based on the basis that 
concept for all financial intermediaries in an Islamic society should be derived from the 
principles of Shari'ah (Islamic Law). The form and content of Islamic Banking practices 
have to be derived from the teaching. of Islam. The theoretical model of Islamic Banking. is 
based on the premise that interest, is neither a necessary nor a desirable basi, for the 
management of banking operations, and that Islamic principles provide a better foundation 
for organizing the working of Banks. 
The commitment of Islamic Banks to abide by Shari'ah (Islamic Law) influences to 
stipulate their main characteristics. These banks operate such as conventional banking to 
provide the banking services within the legal framework of' their respective countries and 
under the supervision of their respective central banks. But Islamic Bank's commitment to 
the Shari'ah (Islamic Law) is expressed in formulating its mode of operations and 
relationships with supplies and user of funds in order to make them in accordance with 
Shari'ah (Islamic I.aw).` 
The Islamic Banking is a significant intermediary and vital institution in the 
economic structure of an countr\. It mobilizes savings and idle funds and makes them 
available to those who can make better and fuller use of them. The banking effects a re-
allocation and distribution of the capital funds.' There is a need to transfer funds From savers 
to investors because people who save are generally not the professional people who have the 
`Ziauddin Ahmad, Islamic Banking: State Of Art (Jeddah: IRTI, 1994), p.15. 
'Monzer Kahf, Islamic Banks at the Threshold of the Third Millennium (Jeddah: IRTI), p.5. 
Amar Prakashan, Islamic Economics (Jeddah- International Centre for Research in Islamic Economics, King 
Abdul Aziz University, 1984), p37 
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ability to exploit the profitable investment opportunities. Since the savers and investors are 
usuall% difterent units, the need a considerable amount of information about each other. 
This information is not free. Therefore, the process of channeling funds from suers to 
investors involves transactions cost. Consequently. the process of financial intermediation 
removes some mismatches in the tastes, maturity terms and size of needed funds between the 
two sides.' 
The main principle of operation of all the Islamic Banking models is a two tier 
Mudarabah' contract, the first contract among the depositors and the bank, and the second 
between the hank and the parties to whom finance is provided, which based on the basis of 
Profit-sharing. The \ludarabah contract is the foundation of financial intermediation and 
thus of banking. under which financier provides capital and the Mudarib (labor partner) 
provides his technical kno\r-ho« and skill and the profit is shared between the partners 
according to an agreed percentage.` This is known as the principle of 'al Mudarib it darib' 
and it can be expressed as. 'tire one who rnobili=es fiwds, on cr profit sharing basis, extends 
these tiuntis to the user - on the same basis. ' In this wa~, the status of Islamic Banking in 
relation to its clients is that of partner. investor and trader, whereas in commercial banking in 
the \Vest, the relationship is that of creditor or debtor. 
The general conventional microeconomic model of bank can be classified into three 
types of balance sheet. 
• I he first kind focuses on the asset side of the banks. 
• 1 lie second t\pe emphasizes the liability side 
• The third combines elements of both assets and liabilities.` 
4Munawar Igbal, Ausaf Ahmad, Tariqullah Khan, Challenges Facing Islamic Banking (Jeddah: IRTI, 1998), p.12 
5Ziauddin Ahmad, No.1, p.16. 
Muhammad Abdul Mannan, Islamic Economics: Theory and practice (Jeddah. IRTI, 1986), p.161 
7Munawar Igbal, Philip Molyneux, Thirty years of Islamic Banking History, performance and prospect (New 
York: Palgrave Mcmillan, 2005), p.18. 
AHabib Ahmad, A Microeconomic Model Of An Islamic Bank (Jeddah: IRTI, 2002), p.16. 
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Hox\ an Islamic Banking works? The models of banking have led to a variety of 
proposals that can be categorized into two principal models. 
1. The First Model: Integrates Asset and Liability Side: Based on a principle called 
the t o-tier Mud.tr,ibali" on the concept of protit-sharing. this model leads the 
depositors entering into a contract with a banking firm to share the profits accruing to 
the bank's business. The bank. on its asset side, enters into another contract with an 
agent-entrepreneur who is searching for available funds and who agrees to share his 
profit' loss with the hank in accordance with a predetermined percentage stipulated in 
the contract. 
2. The Second Model: Only Liabilities Side: Liabilities side of the balance sheet 
di' ides into two indows. one for demand deposits (transaction balances) and the 
other for investment balance. This demand deposit requires a 100 percent reserve 
because these balances belonging to the depositors are placed as Amanah (safe-
keeping) and must be backed by 100 percent reserve and do not carry with them the 
innate right for the hank to use investment balance. Money deposited in investment 
accounts, on the other hand, is placed with depositor's full knowledge that his deposits 
will be invested in risk-bearing project: therefore, no guarantee is justified.' 
In addition, the hanks utilize Islamic modes of financing on the each sides of the 
balance sheet as following. 
• The Liabilities or Resource Mobilization Side: It mobilizes funds on the basis 
of a Mudarabah or Wakalah (agent) contract. On the resource mobilization, the 
Mudarabah, either general or restricted (to certain business line) is the mode most 
often used. The bank and the investment deposit holders share the realized profit 
9Khiyar Abdalla Khiyar, The Rise and Development of Interest- Free Banking (New Delhi: Institute of Objective 
Studies, 2005), p.159. 
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in accordance with the ratios agreed upon between the parties at the time of 
a-,reement. 
• The Asset or Utilizing this Resources Side: It advances funds on a protit-and-
It~ss sharing or a debt-creating basis. It plays the role of an investment manager for 
the owner of time deposit. On the utilizing resources side, for income generation. 
I1iamic banks use both fixed return modes such a \lurnbahah and leasing and 
Variable return modes (such as Mudarabah and Musharakah) 
These developments have led to the emergence of' different models of Islamic 
Banking. Under this model, the relationship between savers and the hank is managed on the 
basis of Nludarabah. However, the hank also applies a number of other financial instruments 
permissible from a Shari'ah point of view (for example Murabahah, Musharaka. Ijarah. 
Salam and AI-lstisna). r" 
The sources of funds can he divided into three main sources for Islamic Bank. The 
three sources of funds were identified as 
I. The hank's share capital 
2. Mudarabah deposit 
3. Demand deposits'' 
The theoretical \\ork and functions of banks outline are indeed highly useful and 
socially desirable. Islamic financial intermediation attempts to replace interest by other mode 
and instruments both for mobilizing savings and for putting those savings to productive use. 
People need banking services. Now, since the banking services are needed but interest is 
prohibited. Islamic economies have to find alternative ways of performing various banking 
instruments. This challenge provides the rationale of Islamic Banking.'2 
10Munawar lqbal, Philip Molyneux, No.7, p.27. 
"Ziauddin Ahmad, No.1, p.16. 
2Munawar lqbal, Ausaf Ahmad, Tariqullah Khan, No.4, p.13. 
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2.2 Islamic and Conventional Banks 
Islam has provisions for innovative products and practices by using the ljtihad 
according to the hol, Quran and Sunnah as the origin for all deeds. Islamic Bank N%orks as 
Mudarib to invest savers funds in general investment titnd, specific investment Fund or 
accept demand deposits on interest free basis. It can also perform the function of in~cstment 
manager (Wakalah) and generate revenue as service charges. While in conventional banking 
investors are guaranteed a predetermined rate of interest and it aims to maximize the return 
even at the cost of societ, or other stakeholder. In conventional banking excessive use of 
credit and debt financing can lead to financial problems and promote materialistic attitude 
that leads to exploitation, which is fatal for society.' 
13Ashfaq Ahmad, A comparative Study of Islamic banking in Pakistan: Proposing and Testing a Model 
(Islamabad: Iqra University, 2009), p.6. 
Table 2.1: Differences between Conventional and Islamic Bank 
Main Difference 	Islamic Bonk 
Is.amic banks follow the 
Principles 	Principles of Sharia'h given by 
Allah Almighty to perform 
operations and activities. 
Profit, service charges and 
Source of 	consultancy fee is the main 
Earnings source of earnings of Islamic 
banks. Profit is variable which 
may be negative in case of loss. 
Conventional Bank 
Conventiona banks follow 
manmade principles to perform 
operations and activities 
Interest is the main source of 
income for conventional banks 
that is charged on different 
types 	of 	loanslproducts. 
(Difference between interests 
charged from borrowers and 
paid to depositors). It assures a 
predetermined rate of interest. 
R: k Sharing 
Profit 
Maximization 
Risk is shared among borrower, Risk is fully transferred to 
lender and bank. 	 others. 
It aims at maximizing the profit It aims at maximizing the profit 
but subject to principles of without any restriction even at 
Sharia'h. 	 the cost of other stakeholders. 
Objectives 
Islamic bank works as a trading 
concern (Mudarib or \Vakalah) 
to generate its income. 
It generates income as financial 
intermediary. Its prime goal is 
the 	maximization 	of 
shareholders' value at any cost. 
Income of Islamic banks varies Income of conventional bank is 
Nature of 	depending 	upon 	business constant even if business suffers 
Earnings environment. It may be negative from loss because it charges 
in case of loss. 	 fixed rate of interest irrespective 
of nroft volume. 
Source: Generated 
2.2.1 Objectives of Islamic Banking: 
Islamic Banks are to promote. and develop the banking services and products based 
on Islamic principles. Islamic Banks are also promoting establishment of investment 
companies or business enterprises so long as their activities are not restricted by Islam. The 
main :guiding principle is the prohibition of interest and undertaking business and trade 
activities on the basis cat fair and legitimate profit. 14 
" Mel Pheng Lee, Ivan Jeron Detta, Islamic Banking and Finance Law (Kuala Lumpur: Person Long man), p.19. 
However, some of the most important objectives for the tirndamental characteristics of 
the Islamic banking are: 
I. Broad-based economic well-being with full employment and optimum rate of 
economic growth. 
2. Socio-economic justice and equitable distribution of income and ealth. 
i. Stability in the value of money to enable the medium of exchange to he a reliable 
unit of account. a just standard of deferred payment. and a stable store of value. 
4. Mobilization and investment of savings for economic development in and 
equitable manner such that a just return is ensured to all parties concerned. 
5. Effective rendering of all services normal- from the banking system.'' 
Islamic Banks should neither be understood as solely profit-driven nor as a charitable 
organization. Instead. it is a vehicle in promoting and developing the Islamic community. 
Islamic Banks, although need to help the needy, must not forget their responsibilities towards 
the suppliers of funds to the entire com►nunit\ in accordance with Islamic covenant. 
Islamic Banks are expected to make profits but are prohibited from making excessive 
profit at the expense of their customers (Interest). Islamic Bank's objectives are mainl% profit 
and morality. '  The objectives in Islam Banks are inviolable part of the ideology and the 
faith. The constitute an important input for considerable part of the juristic output. The 
carry sanctity to the extent by which they are based on the Quran and the Sannah. ' 
2.2.2 Functions of Islamic Banking: 
The Islamic Banks provide a number of functions. Some of these functions are 
normally provided by the commercial banks and some functions have been modified b\ 
15Chapra M. Umer, Towards Just Monetary System (UK: Islamic Foundation, 1995), pp.33-34. 
1t' Mel Pheng Lee, Ivan Jeron Detta, No.14, p.20. 
1 Khiyar Abdalla Kh,yas, No.9. p.163. 
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Islamic Banks because of the restrictions that they have to operate in accordance with 
Shari'ah. The functions of Islamic banks can broadly be listed as follows: 
• Opening of accounts for individuals and companies and accepting cash deposits 
for safe custod\ and investment both in local and foreign currency. 
• (ii\ ing credit and loans in contormith with Shari'ah. 
• Purchase and sale of gold bullion. 
• Purchase and sale of foreigner exchange on the spot rate only. 
• Issue of letter credit. 
• Issue of guarantee. 
• Providing short term financing against collateral in the form of commercial papers 
at agreed commercial yield without interest. 
• Collecting and processing drafts, cheques, promissory notes, bills of lading etc., on 
commission. 
• Purchase and sale of shares. certificates of investment. financial papers and bonds 
\\ ithout interest. 
• L,tablishment and management of special funds for sociall-v desirable purpose e.g. 
investment in trade. agriculture, industry or real estate. 
• I'ro\iding finance on the basis of Mudarabah. 
• Pro\iding finance on the basis of Musharakah. 
• Providing finance on the basis of decreasing participation. 
• Operation of specified investment account. 
• Direct investment by the bank. 
• Leasing of machines. equipment. and tools. 
• ,+le and purchase of real estate. 
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• ('arrying out agenc% function by appointing agents and %orking as agents. 
• Sale and purchase for others on a pre-agreed profit bases (Murabahah). 
• I o establish solidarity and security of funds in order to cover deficits, in 
conformity with Islamic laws of cooperation. 
• I o provide technical. economic, financial, management and marketing 
consultancy service for the preparation of feasibility studies of project. 
Islamic Banks perI rnt a \ariet) of fund-based and non-fund based functions to 
facilitate their customers. Some important functions are displayed in tigure 2. I 
Figure 2.1: Function of Islamic Bank 
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It is not necessary that each Islamic Banks undertakes all of the above functions. 
I he% ma' arrange themselves to the functions most appropriate to them. It must suffice to 
say, that in general Islamic Banks perform all banking services and all commercial and 
financial investment on the basis of techniques permissible by Islamic Shari'ah. rr`  
2.2.3 Strategies of Islamic Banks 
Di \ ision of strategies is done in order to enhance firstl\, the existence of Islamic 
Banks and then to improve its positions in the current markets within the current 
environment. These strategies are prerequisites of other strategies \\ hich arc necessary to 
achieve the required result. 
Survival Strate2i.es 
Adopting these strategies is important for Islamic Banks to stay as life-capable 
economic unit, to stay alive, at least in the current markets. 
1. ('onsolidation Strategy: 
This strateg\ is concerned with protecting and strengthening the current competitive 
position in the current markets of Islamic Banks. with the current product mix. This 
strategy is to focus on the core competences which are included in the Shari'ah 
commitment. the capital structure and the abundance of funds. which give the Islamic 
Banks a better competitive position against the traditional ones. 
2. Cost leadership Strategy: 
It niu"t increase the contpetiti\ c ability via achieving ratios of return for the stockholders 
and the depositors hi.,hcr than the current ones. This releases the pressure on its 
Ausaf Ahmad, Development and Problems of Islamic Banks (Jeddah: IRTI, 1989), pp.15-16. 
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manacement regarding risk-taking and investment decisions: hence, there will still be the 
managerial expenses which can he handled by an easier way than interest expense. 
3. Merger and Acquisition Strategy: 
According to the past experience of financial and non- financial institutions, this 
strategy considered to be one of the best strategies, because its positive effects on the 
consolidated firms regarding economics scale. competitive abilit\. and synergy. 
Confrontation Strategies 
1. %larket Development Strategy: 
Islamic Banks ha\c a good opportunity to enter 'irgin markets. beside the a\ailabilit\ 
of ne\\ sectors of customers as micro finance projects. women financing , private 
banking. investing in the privatized projects, and meeting the financial needs for 
governmental agencies. This ill give Islamic banks a great advantage to \%, in these 
sectors. 
2. Div'er'sillcation Strategy: 
Islamic Ranks can develop its current products in addition to innovate new financial 
products compliant to Islamic Shari'ah: this can go concurrentl) with introducing 
ne\\ non-traditional markets. This strategy includes shifting Islamic Ranks toward 
de\eloping ne" products and new markets in the same time. 
Operational `tratciies 
I. Investment and Financing Strategies: 
Khese strategies are related to money acquired from different resources and in\esting 
funds through proper allocation in order to achieve an acceptable profit. 
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2. Marketing Strategies: 
Islamic banks may face the problem of increasing the complications of customers' 
need as a result of financial openness and availability of alternative choices for them 
in finance and investment. Such challenge requires reviewing the current marketing 
strategies of Islamic Banks b pricing it properly and distribution to targeted sectors 
of customers in a better way. 
flu man Resources Strateav 
1. l)eveloprnent and Training: 
I his requires the Islamic Banks to meet its increasing need for emplo\ce with 
having the professional abilities as banks employee, besides a good kno\\ ledge of 
economic matters of Islamic Shari'ah. Efforts are needed to appoint qualified ne\\ 
employees taking into consideration such as their professional and religious 
t nowledge. Islamic Banks can do so by establishing specialized departments or 
training centers. 
2. Challenge Leadership: 
%s the targeted change for Islamic Banks to he a deep and structural, the leader of 
such changes must have Unique characteristic like awareness. knowledge and 
enough flexibility to adopt the overall and operative strategies. 
3. Informative Strategy: 
t he development in management sciences has led to great dependence on 
information. computerized activities and computerized information s)stems in 
particular. The abilities of Islamic Banks to adopt and implement the above 
mentioned strategies must stand basically on a solid information structure and 
high technology network. 
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Globalization Strate<g' 
The main landmarks of this strategy include: 
1. Institutional Framework: 
flan institutional organizations have been founded to administer the %%orks of 
Islamic Banks, besides helping them in accounting aspects. liquidity management. 
and control etc. Such as AAOIFI, LIRA. IFSB. and (iCIRFI are examples of such 
or,-,anizations. 
2. Religious (Shari'ah) Framework: 
It is related to converging religious viewpoints regarding a lot of new problems 
related to investment, financing instruments, and modes that currently face Islamic 
Banks. International religious standards can be prepared by Assembly of Islamic 
Jurisprudence to be followed by local Islamic banks. 
3. human Resources: 
\11 professionals and scholars agree that Islamic Banks are in need for employees 
who have the required qualifications as bank professionals besides the Islamic 
background and religious commitment. 
4. Promotion Framework: 
Since all Islamic Banks are subject to a hostile propaganda that distrusting goals 
and acti' itie, thr'uuygh linking it with "terrorism". Islamic banks are working in a 
conflicting media campaigns via conferences. seminars, press release, and other 
\vav to correct this view about Islamic Banks' goals and activities. 
5. Research and Studies: 
Scientific research and strong approaches that Islamic Banks can rely on to 
develop its abilities in facing financial globalization is essential. the need for 
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creating neN% financial instruments and modes, and developing the current ones: 
besides, assistance employees' skills and knox~ledge can be met by scientific 
research. 
19 
 
2.2.4 Types of Islamic Bank 
Islamic banks ma% he defined as banking institutions which are based on Islamic 
ideology in the procedure of banking activity. This is general definition and may include all 
kinds of Islamic Banking institutions. From the view point of purpose of the banks. Islamic 
Banks ma' be classified into the following groups: 
1. Development Banks 
I he main purpose of development banks is to support the process of' social and 
economic development amongst its members. Usually its clientele includes %arious 
governments. For example such an Islamic Bank is the Islamic Development Bank 
IUB) 
2. special-Purpose Islamic Banks 
Some Islamic Bank, ma% be established to lalHIl sonic specific purpose or serve 
some special class of clientele; such banks ma% be termed Special-Purpose Islamic 
Banks and may further be classified as Social Banks. Agricultural Banks. and 
Industrial Banks etc. For example. Nasser Social Bank of Egypt is a public authoritN 
%\ ith an autonomous status Which was established in 1971. The Bank processes 
certain traditional banking, functions such as acceptance of deposits and promotion of 
sa%in`- habits but its main objectives are social, such as introduction of pension and 
in uranee to certain class of people. the granting of financial assistance to persons 
'Ahamed AI - Ajlouni, Developing Strategies for Islamic Banks to Face the Future Challenges of Financial 
Globalization (Jordan: Amman Arab University), pp.4-9. 
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facing hardships. the granting of interest-free loans to small industrial projects, 
lending to University higher institute student etc. 
Ownership of the Islamic Banks 
On the basis of ownership. Islamic Banks may be divided into international Islamic 
Banks, Go\ernment-o ned Islamic Banks. 13rivvatrh-Owned Islamic Banks. and Cooperati%e 
Islamic Banks. Amon- the existing Islamic banks. the Islamic Development Rank is an 
International bank. The Nasser Social banks is a wholly government owned banks..( ' 
2.2.5 Business Practice of Islamic Banking 
Contemporar\ Islamic Banks have been founded with regard to their main layout , 
their basic functions of mobilizing financial resources and using them to finance those who 
are in need for available funds. Oh'.iousl\. the modes of financing that are. in the case of 
Islamic Banks. derived from the Islamic system and structured ithin the Islamic legal 
trame'.tiork. 
lodes of Finance 
Fund Mobilization: 
Resources are mobilized from shareholders and savings owners. In other %\ords. 
savings are mobilized on the basis of sharing rather than interest-based lending. Hence, the 
Islamic Ranks has usually two broad categories of deposit: 
(1) Investment Deposits: That share in the return of investment operation in 
proportion to the amount ol'deposit and on the basis ot'distrihuting the net return on a 
contracted ratio. 
20Ausaf Ahmad, No.18, pp.13-14. 
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(2) Demand Deposit: Which are guaranteed and represent liabilities, and they do not 
earn any return. 
Fund Utilisation: 
Islamic banks use available funds in three major categories of financing modes: 
sharing mode, sale mode and leasing mode'' 
1. Sharing Mode 
Islamic Banks flnanee to projects with the expectation of share in return. Obviously, if 
a project runs into losses, all capital providers and finance contributors loose 
proportionately_ There are two forms of applications of this principle: full egnit3 
sharing and non-voting equity financing. In full equity sharing, the bank would he 
represented on the board of executive directors and would share in formulating 
policies and managerial decision, while in no-voting financing Islamic Banks fully 
entrust managerial decision-making to the user offunds.22 
2. Sale Mode 
The bank would he asked to buy goods and give them to users (producer or 
consumers) against future repayment. Sale modes may take many forms. Two other 
forms are also practiced by Islamic banks: construction/manufacarring contract and 
deferred delivery contract. Construction/manufacturing contract is generally used to 
finance land development, infrastructure, manufacturing and industrial construction; 
while deferred delivery is usually an agricultural financing contract that provides 
farmers with funds required for their operations against delivery other output at the 
season.2' 
"Monier Kahf, Ausaf Ahmad and Sami Homud, Islamic flanking and Development an Alternative banking 
concept (Jeddah: Ian, 1998), pp. 11-13. 
"Monier Kehf, Nu.2, p.6 
"Monzer Kahf, AusafAhmad and Sami iomud, No.21, p.14. 
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3. Leasing Modes 
As Practiced in leasin, comranies and recently in man\ traditional banks. leasing 
nodes can have a several forms 	ith fixed or variable rents, declining, or fixed 
o%+nership. along with different conditions regarding the status of leased assets at the 
end of the lease period.,;  
Figure 2.2: The Islamic Banking Model 
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It is well known that Islamic bank utilize Islamic modes of financing on the Asset 
and Liability sides of the balance sheet the follotsing tali les attempt to explain this aspect. 
Table 2.2: Theoretical Balance Sheet ofan Islamic Bank Based on Maturity Profile 
Asset 	 Liabilityy 
Based on maturity profile 
Short-term trade finance (cash, Murnbahah. Demand deposits (Amrnnah) 
Salam 
Medium-term investments (Ijarah. Istisnah) Investments (Ijarah, Istisna h) 
Long-term partnerships (Musharakah) Special Investment Accounts (Murabahah 
Musharakah) 
Fee-based service (Joalah, Kifalah, and su Reserves 
forth)  
Non-banking asset (Propert)) Equity capital 
Table 2.3: Theoretical Balance Sbeet of an Islamic Ranl Based on Functionality Profile 
Asset 	 Liability 
Based on functionality profile 
Cash balance Demand deposits (Amaiiah) 
Financing assets (Murabahah, Salam, 
Fatah, Istisn8 
Investment accounts (Mudarabah) 
Investment assets (Mudarabah. 
Musharakah) 
Special Investment Accounts (Mudarabah, 
Musharnkah)  
Fee-based service (Joalah, Kifalah, and so 
forth 
Reserves 
Non-hankie 	asset IPro erlt) Equity capital 
The above tables present a stylized balance sheet of an Islamic bank, displaying 
different activities and tinanciat instruments. It can be considered as a good starting point for 
understanding the dynamic of the risks inherent in Islamic banks s` 
2.2.6 Sources and Uses of Funds 
The difference between Islamic Banks and interest-based batiks rely on how they 
raise funds and utilize them for better performance. 
~5 Hennie Van ereuning and Zarnv Igbal, Risk Analysis for Islamic Banks (Washington DC- the World Bank, 
20081, No.11, p.19. 
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I) 	sources of Funds Created by Islamic Banks 
I Shareholder's equith of Islamic Banks is almost sinlilar in nature• to the 
shareholder's equity of con'sentional banks. Iio%\ever, the equity in Islamic banks 
ma \ be larger due to the tact that the Islamic Banks is a multi-purpose bank directing 
a special portion of its resources to aid medium and long term uses.'' 
?. I':xternal sources L'OIfpri;e\ nlainl\ of 
A). ('uncut accounts 
B). Swings account 
C). Investment accounts 
(A). Current Accounts 
111 Islamic banks create current accounts on behalf of their client: individuals and 
business firms. These accounts are arranged for the safe custody of deposits and tur the 
convenience of customers. I-lowever, the main characteristic of these accounts, as created by 
Islamic Banks. are listed below: 
I. Current accounts are general \ known as call deposits or demand deposits. l hose 
accounts can he opened either b indi idu,lls or companies. 
2. The bank guarantees the full return of these deposits on demand and the depositors is 
not paid any share of the profit or an other return in any form. 
. Depositors atlthorl/e the bank to utiliie their funds at the banks own risk. I lo'\'ercr. 
!I there is any profit resulting troth the employment of these funds. it accruc to the 
banks and if there is any loss. it is also borne by the bank. 
4. With these accounts, there are no condition with regard to deposits and withdrawals. 
5. Usually account holders have a right to draw checks on their accounts.'' 
16M.A. Mannaln, Monzec Kahf, Assaf Ahmad, International Economic relations from Islamic perspectives 
(Jeddah: IRTI, 1992), P.148. 
'7Ausaf Ahmad, Contemporary Practice of Islamic Financing Techniques (Jeddah: IRTI, 1993), P.23. 
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(B). Saving, Accounts 	 .. ;' 
Islamic Banks also accept savings deposits from individuals. The operate savings 
accounts b' four different methods as follows: 
I. Accepting savings deposits on the principle of Al WWadiah (trust). requesting the 
depositors to authorize the bank to use the funds at its o\\n risk. but _guaranteeing full 
return of the deposits and sharing any profits voluntarily. 
2. Accept savings deposits with an authorization to Ingest them and sharing profits in an 
agreed contract for the period in which a required minimum balance is maintained. 
3. Freatin4,, savings deposits as Qardh-e-Hasan from depositors to the bank and granting 
pe uniar\ or non-pecuniar\ benefits to depositors. 
4. Accepting savings deposits as part of an investment pool and treating them as 
in' estment deposits.28 
((). iii estment :accounts 
ln~e ttii ut deposits are Islamic Banks Counterparts of term deposits or time deposits in 
the conventional system. They are also named Profit and Loss Sharing (PLS) Account or 
Participator\ Accounts. The main characteristics of investment deposits can be explained 
as fu1lo\%: 
1. Investment accounts can be opened by individuals or companies. 
2. Generall\ these accounts are opened for a specific period, e.g. three months, six 
months. one year or more. 
3. the return on investment is stipulated according to actual profits from the investment 
operations of the banks and shared in an agreed proportion b\ depositors according to 
the amount of their deposits and the period they are held by bank. 
28Khiyar Abdalla Khiyar, No.9, pp. 169-170. 
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4. Generally knowing. depositors do not have the right to withdraw from these accounts 
as it is customar' in time deposits in convention banks. However, withdrawals ma\ 
be made under special circumstances with the depositor forfeiting his share of the 
profit for the \\ithdra n amount. 
5. l;sually. banks insist on a specified minimum amount to open and maintain the 
investment account. 
6. Most banks issue an investment certificate to depositors stating, the terms and 
conditions of the deposit.'" 
Joint/General Investment Accounts 
Some Islamic Banks establish an investment pool instead of fixed-team deposits, The 
investment pool takes the form of general investment account in tihich investment deposits 
ofdiflerent maturities are pooled together. [hey are not stipulated to any specific investment 
project but are utilized in different Financing, operations of the banks. The profits are 
calculated and distributed at the end of the accounting period which is three months. six 
months or one \ear on a pro rata basis. 
Limited Period Investment Deposits 
Some Islamic Banks also accept investment deposits tinder this scheme «hick arc 
accepted I~>r a specified period and mutually determined by the depositor and the bank. The 
contract t., rmInIites at the end of the specified period. but profits are calculated and 
distributed at the end of financial year." 
29Ausaf Ahmad, No.28, pp.27-28. 
30Khiyar Abdalla Khiyar, No.9, pp.170-171. 
31Ausaf Ahmad, No.28, p.29. 
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Unlimited Period investment Deposits 
These investment deposits differ from limited period deposits %%ithout specifying the 
period. Deposits are automatically renewable unless a notice of three months is given to 
terminate the contract. No withdrawals of tltrther deposits are permitted in this kind of 
contract. but customers are allowed to open more than one account. The profits are 
calculated and distributed at the end of the financial year.'2 
II) 	Ise of hands by Islamic Banks 
Islamic Ranks differ with commercial banks usually With their uses of funds. The 
provide finance on the basis of financial transaction permitted by the Shari'ah. These 
financial practices are explained below. 
• N1udarabah (Profit Sharing) 
\lud;arabah is a business contract between two parties which own dissimilar resources. 
one part\ provides the capital and the other skill of trade. The first tier of Mudarabah 
agreement is between the hank and the depositors who agree to put their money in the bank's 
investment account and to share profit with it. The second tier of Mudarabah agreement is 
between the bank and the entrepreneurs who seek finance for their projects. The Mudarabah 
agreement is based on justice as it grants an equal position to both parties of agreement. 
Firstly, both parties ha%e an equal position in the determination of ratio in which profits shall 
be shared between then). Secondly. in case of loss, the provider of capital setters a reduction 
of his principal amount: the provider of labour is deprived of an\ reward of' his labour, time 
and effort. Thirdly, both parties are treated eduall) if there is any violation of the 
agreement. 
32Ausaf Ahmad, No.18, p.18. 
3 Ausaf Ahmad, No.18, p.19. 
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• Musharakah (Partnership) 
\lusharakah literally means sharing. In the Islamic finance literature it refers to a joint 
enterprise in which all the partners share the profitor loss of the joint venture. Musharakah 
as a financial contract retcrs to an arrangement where two or more parties establish a joint 
commercial enterprise and all contribute capital as well as labour and management as ;general 
rule. The profit of the enterprise is shared among the partners in agreed proportions %N bile the 
loss is shared strictly according to capital contributions.'a  
• \lurabahah (dark-t!por ('ost-Plus-Based hinancing) 
I he client approaches the Islamic Banks to finance the purchase of a specified 
commodit y. The hank. either itself or through an agent (who could he the client himself) 
collects all the required information of the commodity, its price, names of dealers. etc. The 
hank inforn►s the client of' theses detail as well as of the margin which it would like to charge 
on the original price. It these conditions are acceptable to client, a Murahahah contract «ill 
he signed between the hank and the client. The bank will purchase the specified commodity 
from a seller of its choice, pa\ing the price of' the commodity in cash. Once the ownership of 
the cornmodity is trap lerred to the bank, it sells the commodity to the client on it deferred 
payment basis against an agreed price." 
• Salam (Forward Sale) 
According to Islamic jurisprudence the essential conditions of a valid sale include that 
the conln►odit\ should he ready at the time of the sale. I-lowever, Salam and Istisna are the 
e\ceptions \\ hich are permitted according to Islamic law. I fence, Salam is a contract of 
tor ard sale. v hcreb a co,nmodit\ is sold on a future date for which the complete price is 
34Munawar Igbal, Philip Molyneux, No.7, p.20. 
35Khiyar Abdalla Khiyar, No.9, p.173. 
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paid on the spot. Salam was originally allowed to meet the needs of small farmers who 
needed money during the har\esting period to meet expenses. Since borrowing on interest 
was not permitted. they were allowed to use forward sale. 
• Istisna (Progressive Financing) 
It is also called purchase ht' order. Istisna is the second method of sale where the 
commodities can be sold before they are read\. Istisna is applied for foods made to order. It 
allows for on-the spot payment and deterred delivery or a deferred payment and a deterred 
delivers. Any party can cancel the contract before manufacturing work starts. However. after 
the manufacturing work has started, the contract cannot he cancelled. Ilo% ever, there are 
some differences between the two which are summarized below: 
	
I. 	The subject of Istisna is always a thing which needs manufacturing, while Salam 
can also he affected on things that do not involve manufacturing. 
H. 	In the case of Salam till payment of price is necessary. whereas in the case of 
Istisna the pa\ ment can be delayed. 
Ill. 	tile time of deliver in case of Salam illust be specified at the time of the contract. 
In the case of Istisna this is not necessary.'' 
• ljarah (Leasing) 
In this s'.stem, the Islamic Banks acquire certain assets such as machines, buildings. 
or equipment and allow the customers to use them for a certain period against an agreed 
price. This is leasing of assets. The terms of lease are decided by mutual agreed.'8  
• Qarcih at Hasan (Interest-free loans) 
Most Islamic banks also provide interest-free loans to their customer. However. 
practices differ in this respect. The purpose of these interest-free loans is to help them to 
36lonnis Akkizidis and Sunil Kumar Khan Delwa, Financial Risk Management for Islamic Banking and Finance 
(New York: Paigrave Mcmillan, 2008), p.19. 
3 'Munawar Igbal, Philip Molyneux, No.7, p.26. 
38Ausaf Ahmad, No.18, p.21. 
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become independent or to raise their income and standard of living. Islamic Bank should 
take care to see that these loans are granted to those who are in need of support and 
assistance them to rehabilitate economically.'" 
Table 2,4: Comparative Features or Islamic Financing Techniques 
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2.3 Islamic Financial System: A Blueprint 
Islamic scholars have not only established the basic principles and norms, but also 
identified the contractual mechanisms that conform to these norms and do not violate them in 
any manner. Below, is provided an overview of the various fmnncial products and the 
underlying contractual mechanisms. These contracts are called Shari'ah4° 
" Khiyar Abdalla Khlyar, No.9, p178. 
"Mohammed obaidullah. Islamic Financial Service, part II, A Financial System Based on Ethics [Jeddah: King 
Abdilaziz University), p.15 
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Fable 2.5: Islamic Financial System: A Blueprint 
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2.3.1 Financial Structures 
In developing an' banking s\stem. its term structure of finance is very significant. B 
term structure it refers to the duration of distribution to provide finance. Obviously. financial 
needs of business are different and they vary from unit to unit and also from time to time. 
Conceptually speaking, the term structure of finance may be classified into following groups: 
I. Very short term finance, the duration of which may not exceed from a few days to a 
fevv weeks. 
II. Short term finance Which is usually of duration less than 90 (lays. 
III. Medium terns finance which tnay have varying duration i.e. 3 months. 6 months, one 
'ear. 
IV. Long term finance whose duration may go from 2 years to 10 years or more.'I  
Table 2.6 Financial Structures 
Source of Funding (Liabilities and Equity) Application of Funding (Asset) 
Equity capital and shareholders' reserve Short-term trade finance (Mudarabah, Salam) 
Current and Saving deposit (Amanah) 
Investment account (Mudarabah) 
Regulatory cash reserve requirement 
Medium-term investment (Ijarah, Istisna) 
Special Investment account 
(Mudarabah. Musharakah) Long-term partnerships (Musharakah) 
Fee-based services 
2.3.2 Organizational Structures 
There are several organizational structures of Islamic Banks \vhich depends on 
specific regions or countries. A considerable deal of attention was paid to the idea of 
establishing; Islamic Ranks both in public and private sectors. As a result, the Nasser Social 
41Ausaf Ahmad, No.18, pp.48-49. 
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Bank as established in Egypt as a Government owned hank to handle social activities. 
According to its statue, the bank \\as permitted to practice banking activities without interest. 
The distinct event was followed by the establishment of a number of Islamic [tanks in 
various Islamic countries in private sector. although some local governments and semi-
governmental bodies became the shareholders of some Islamic Banks such as Faisal Islamic 
Bank of 	pt. Dubai Islamic Bank. Ku\%ait finance house and Islamic Bank of Thailand. 
[he Islamic banking structures comprise of: 
- Local comprehensive Islamic Banking_ System 
- An International Islamic Bank owned by Governments. 
- Private Islamic Banks with equity participation by government bodies 
- 	Private Islamic Banks 
- Islamic Banking branches of' Cons entional Banks.42 
Generaliv the existing Islamic Banks are joint stock companies. The organizational 
structure of Islamic Banks is not much different from the general structure of such 
companies. The company is floated either by a few individual or governmental agencies. The 
shares are bought by private individuals. Sometimes. certain restrictions may be imposed on 
subscription of shares according to the law of the land. For instance. only Kuwait nationals 
are allowed to bu\ the shares of Kuwait Finance House. 'the shareholders elect a 
shareholder,' Committee and a board of directors headed by a managing, director or chairman 
who are responsible for the da\ to day functioning of the company, the auditor's report and 
audited statement accounts are reported annually to annual meetings of shareholders 
As far as financial structure is concerned. Islamic Banks ma' he classified into two 
broad groups: 
M.A. Mannan, Monier kahf, Ausaf Ahmad, No.27, p.147. 
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(i) Islamic banks belonging to some financial holding company. 
(ii) Other Islamic Banks established by private or semi-governmental Tnitiativc43  
2.3.3 Stabilities  
The stability of a banking system can be explained on the basis of its ability to absorb 
unanticipated shocks. A stable banking system absorbs these shocks without disrupting its 
smooth system. A remarkable characteristic of conventional banks is that they offer par 
redemption of deposits (principal is guaranteed) on demand. Therefore, banks also hold risky 
assets such as loans. As a result. banks are vulnerable to `runs (large-scale withdrawal) on 
deposits. If depositors have negative information about the value of bank loan or negative 
news about the quality of the loan ponfolio, than they will have enticement for withdrawal of 
deposits. 
An Islamic Banking System, under an Islamic profit-and-loss-sharing (PLS), has a 
unique equality between liabilities and assets of the banks. In fact the two sides are 
transparent. ]'he assets are no more risky than what is allowed by the kind of liabilities which 
the banks have issued. However, in the case of a major shock, there is no incentive on the 
part of depositors to withdraw their deposits from the banks. This is because each depositor 
is holding a share in the bank's portfolio, thus his share is always available, no matter what 
other depositors do. In fact. under this management, there will he it tendency to remain a 
depositor in the bank in the expectance of a future revaluation of bank assets rather than 
accepting a loss in the nominal value of deposits.';  
The argument proceeds in the literature on Islamic Ranking are that a switch over 
from interest based banking to PLS based banking would appear highly stable to the banking 
system. In the interest based systent. the nominal value of deposit liabilities is fixed. 
However, there is no assurance on the assets side that all the loans and advances will be 
11Ausaf Ahmad, No.19, p.14. 
44Khiyar Abdalla Khiyar, No.9. pp.18:-162. 
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recovered. Shocks on the assets side, therefore, lead to divergence between assets and 
liabilities. and the banking system can suffer a loss of confidence in the process, leading to 
banking. crises. In the PLS based sN-stem. the nominal value of investment deposits is not 
`guaranteed and shocks to the assets positions are promptly absorbed in values of investment 
deposits, this minimizes the risk of bank failures and increases the stabilit% of the banking 
system. 
A conventional bank has liabilities that include demand, time and saving deposits. 
which the hank guarantees on one hand and on the other hand, it has assets that are mostl\ 
composed of debt instruments each of which has a quality that depends on the liability side. 
A bank operating according to Islamic rules of finance has liabilities of different nature. 
Only demand deposits are guaranteed. Mean hile. investment deposits are performed on 
profit-and-loss-sharing basis. \\ hen such bank faces specific macroeconomic or specific 
crises. investment deposits automatically share the risk the bank is less likely to fall and a 
bank "run" is less probable. it can therefore be said that Islamic banking system is relatively 
more stable when compared to conventional hank."' 
It has been clearly shown that the Islamic Banking system is more stable: than the 
inherentl' unstable conventional banking system which affected into many bank runs and 
panics.47 Speculative activities related to interest rate expectations would become out of 
place. Changes in spending would automatically be reflected on changes in demands and 
supplies of goods and ser' icy,. Causing quantities of output produced to respond more 
quickl\ to market forces. It is. therefore, interesting to know that Islamic finance supports 
market forces and mechanism more than does conventional finance.'8 
°'Ziauddin Ahmad, No.1, p.30. 
46Mabid Ali Al larhi, Islamic Finance: an Efficient and Equitable option (Jeddah: 1RTI), p.9. 
4'Khiyar Abdalla Khiyar, No.9, p.183. 
48Mabid Ali Al Jarhi, No.47, P.  10. 
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2.3.4 Efficiencies 
For financial institutions, efficiency would mean improvement profitability, greater 
amounts of funds intermediated, better prices and service quality for consumers, and greater 
safety and soundness if some of the efficiency savings are applied towards improving capital 
butlers that absorb r'ssk.'" 
Con,cntional finance allocates financial resources with significant regard for 
borrower's ability to repay loan principal and interest. In mode of Islamic finances that are 
based on equity and profit sharing, focus would be on the profitability and rate of return of 
the concerned investment. This would enhance the efficiency of the financing process and 
reinforce efficiency in the real sectors.' 
In general. the efficiency of Islamic Banks is important for three reasons. 
Fir~tl% an inflpro\enicnt in cost efficiency means achieving greater profit and 
increasing the chance ofsurvi`al in competitive markets. 
Secondly customers are interested in kno inu the prices and the quality of bank 
services as well as new services that banks could offer, and these are strongly dominated by 
a bank's overall efficiency of operation. 
Thirdly an awareness of efficiency features is important to help markets to stipulate 
policy that affect the banking industry as a %\ hole.'' 
For conventional banks. interest-based loans aim to those who are the most credit 
worth. I hey finance projects expected to be most productive (profitable). Whether the 
actual profits are high or lo\\. the bank gets the predetermined rate. This changes the bank's 
"Munawar Igbal, Philip Molyneux, No.7, p.88. 
5oMabid All Al Jarhi, No.47, p.9. 
51Munawar Igbal, Philip Molyneux, No.7, p.89. 
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focus from the quality of the project being financed by its loan to the ability of the borrower. 
Creditorthiness and not the expected profitability of the project are the criteria to allocate 
funds for investment in the present system. This is inefficient. The bank's contract with 
business he based on profit sharing, it will be the expected profitability of projects that will 
rule.'' 
It has been expressed that a financial system based on an Islamic framework of profit 
sharing would he more efficient in allocating resources as compared to the conventional 
interest based system.'' .A profit sharing based system of banking Would be more efficient, 
more stable and more just than the one it has now. As a matter of fact, interest based 
financial intermediation is the major cause of instability in the system as it works at present. 
Also it puts entrepreneurship and organizational ability at a disadvantage, granting a 
privilege to owners of money v hich is totally unjustified.' 
2.3.5 Main Problems 
Reins a rather new type of banking institution, the existing Islamic banks are Lacing it 
number of problems. Some of these problems are bank-specific as any new institution Laces 
in the initial year of its establishment. The art of Islamic banking shall be perfected only 
through trial and error as the art of' interest-based banking was evolved through experience. 
Each of these problems can he briefly explained as follows. 
1. Expansion and Regional Diversification 
In %ie\% point of the size and diversity of the Islamic world, these banking institutions can 
make a beginning but possibl\ cannot achieve at perceptible change. Compared to their 
interest-based banks. Islamic Banks are operating at it relatively small scale. Ilence 
"Khiyar Abdalla Khiyar, No.9, p.185. 
Ziauddin Ahmad, No.1, p.27. 
Khiyar Abdalla Khiyar, No.9, p.184. 
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expansion and development of Islamic Banks are necessary if they have to serve as 
vehicles of social and economic change along the Islamic lines particularly in Muslim 
countries. 
2. Diversification of Investment 
At present the Islamic Banks have a narrow operation. Their portfolio structure is not 
l diversilied, in the beginning of experiment with Islamic Banking; it was vital for the 
banks to choose less risk} and quick return type of investment projects for a variety of 
reasons. It would bring hack the principal amount, generate profits and give access to 
resources for further expansion. iS 
3. Profitable Placement of Surplus Liquid Funds 
A problem which some of the Islamic Banks are facing particularly those is profitable 
management of surplus liquid funds. It is believed in the Islamic banking circles that 
problem of excess liquidity is rather serious. This problem is in fact the result of the 
situation that arises due to construction boom in which some of the Islamic batiks 
participated through \turab.thah operations and realized quick profit is over and there are 
no more avenues for productive investment in the economy.'`' 
4. Exchange of deposits 
The problem of exchange of deposits has appeared \\ hich need to he solved in 
accordance of Shari' aft The problem may he explained as follows: The Islamic bank A 
ma \ hone a surplus of U.S. Dollars and be in need of Pound Sterling. While Islamic hank 
B in a different country ma\ have a surplus of Pounds Sterling but might be in need of 
55Ausaf Ahmad, No.18, pp.63-64. 
' Islamic Development Bank, Problem of Investment of Liquid Funds of the Islamic Banks (working paper for 
Consultative Meeting of Eminent Bankers, 27-28 Feb. 1984) p.2 
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U.S Dollars. The way of solution to this problem is that agreement should be rcached on 
the kind of two currencies for which exchange of deposit is to be made among the 
Islamic Banks and value of each deposit is to be calculated at the prevailing exchange 
rate 57 
5. Deposit Mobilization in Poor Countries 
Islamic Banks in poor countries will hate to make a special effort for resources 
mobilization. Hence. it shall be important for them to undertake regional diversification 
so that Islamic banking does not remain concentrated only in urban centers. Large masses 
of population are concentrated in the rural areas in poor Muslim countries. In the event of 
regional diversification of Islamic banking, it might become possible to utilize the hidden 
and potential savings in the rural sector of these economies. 	 - 
6. Penalty Clause for Delay in Payment 
One problem which an Islamic Banks faces is how to deal with cases of delay in 
payment. In the interest-based banks, it is easier to solve this problem as interest gets 
accumulating and some time the rate increased if the debt is not paid promptly. Since 
Islamic banks do not charge interest, delay in due payment may cause a number of 
problems for them. One way to solve this problem is to sell the collateral against which 
finance is provided by the Islamic Banks. However it may not solve the problem 
completely. Hence, it is suggested that Islamic banks may stipulate some penalty on 
defaulters fur delay in payment in accordance with the stipulations of agreement in any 
one of the following ways'. 
I. 	Claiming pail of the profit which customer might have made during the period of 
default. 
" Sami Hamnud, Exchange of Deposits Among Islamic wanks ( Jeddah: Islamic Development Bank, 1984), p.3. 
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II. 	Claiming the profit which the banks could have made if the held up tiinds were 
returned prompt\ i.e. opportunity cost of these funds. 
Sonic Other Problems 
In some countries. Islamic Banks have to keep it certain portion of their deposits ith 
the central banks. If this ratio is very' high. (25 percent as it really the case with some Islamic 
Banks) it may have adverse effects for the expansion and development of Islamic Banks. If' 
there are more than one Islamic Banks in each country, then probably. it would be possible to 
convince the central banks to adopt diticrcnt policies towards Islamic banks. 
First\. central banks must be persuaded that they accept a lower proportion of total 
deposits in case of Islamic Banks. 
Secondly. the Islamic banks must be allowed to borrow from the central banks 
against their deposit on an interest free basis. 
Another problem which most of the Islamic Banks lace is the lack of technical 
capacity to identify and examine the profitable projects. A sound and competent project 
evaluation department is it must for Islamic banks. Joint efforts of Islamic banks are required 
in this area to remove bottlenecks of technical and personal know•how.''s 
2.3.6 Achievement Factors 
fhe Islamic banking system is proved to be ideal for all Muslim believers. It is 
claimed that the funds of those who might not want to support the interest banking system 
are brought to Islamic Banks. Once the system has been founded most of these funds are 
believed to have moved to Islamic Banks. This faith factor was one of the several reasons in 
58Ausaf Ahmad, No.18, pp.67-68. 
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the beginning in the mind of Muslims believers. I lowever there are many other factors which 
have contributed in the success of Islamic Banks are as tolloN\ ing.59 
Banking Efficiency 
Banking efticienc\ is the extent to which a hank's management is able to enhance its 
assets and maximize its profits in both the long-run and the short run. There is no doubt that 
the Islamic Banks is tundamentally different from the conventional banks in the nature of its 
relationship with its depositor i.e. a relation of partnership. This different nature of bank / 
depositor relations express that the management policy of an Islamic Banks should he 
fundamentally characterized by the maximization of both shareholders profit and depositor's 
profit. Therefore, banking efficiency is the most important of success factor. 
High Level of Trust 
It is evident that trust is the first foundation for the success of any bank. In addition. 
the reputation of Shari'ah hoard also important. It is very important for every Islamic hank to 
devise an effective institutional framework of Shari'ah supervision 'chich enables the banks 
to combine etiectiveness with reputation, such that it would be able to get real trust that it 
can use in marketing its ser\ices and new innovative financial products. 
Another important aspect in gaining the confidence of clients is the hank's capital 
strength that persuades trust in the bank's future and its commitment. This gives the 
depositors a sense of security on their investment and current deposits and it peace of mind 
based on in\esUnent of hank's o%rn capital in various project. 
5' B.A. Bashir, Successful Development of Islamic Banks (Sudan: Department of business administration, 
University of Khartount, 1984), p.62. 
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Efficiency of' lnlestment, Financial Engineering and Marketing Departments 
The three departments should he Hell equipped. trained and prepared. The invc tmcnt 
department generates re' enues for both shareholders and depositors and it is the one that 
directl\ intktences the bank's profitability. Another success factor of the Islamic bank is 
based in its financial engineering department. This department must always he able to 
provide a continuous flow of tie 11 instrument, window and investment contracts that help the 
bank to attract nc11 customers and otter new serlice. The marketing department has a key 
rote in the bank's abilitl to attract both deposits and in\estllletits. It is the department that is 
directly responsible for the promotion and grollth of the hank's business. 
Preservation of Banks and Customer's Assets 
This is the responsihilit\ of the department of liquidity and investment under direct 
supervision of the top management of the Islamic Banks. The most important aspect in 
functioning of this department is a strict commitment to sound banking practices: adherence 
to self-established red line that apply to both the department and top nmanagement, 
diversification of invested assets, choice of investment opportunities, maintenance of 
appropriate cquities/asset ratio and creation of necessary reserves to stabilize the distribution 
rates to the Nludarabah account holders and to shareholders. 
Providing Humanitarian and Social Services 
Integration 11 ith its local en' ironnlent and the communitl is an important factor of 
success for the Islamic Banks. I'his must be a more emphasized characteristic of Islamic 
Banks than their conventional counterpart. The social and humanitarian responsibilities of 
Islamic Banks are, no doubt, higher than their convention counterpart because of the moral 
values and societal ideals to which the' adhere aside from the ones obligated by compulsory 
%akah, Qardh Hasan (interest free-loans), and conformity Shari'ah. 
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Therefore, there k an important need for Islamic Banks and their Shari'ah boards for 
awareness and reconsider their present approaches and behaviors if they \pant to provide 
outstanding service to their customers and consequently gain their confidence and continued 
growth of the rank. 
2.3.7 Risk Management 
Risks are part of financial intermediation. The survival and success of a financial 
organization depends on the efficienc\ with \\hich it can manage its risks. Risk management 
is one of the critical factors in providing better returns to the shareholders. It is also 
essentiafl\ for stability of' the overall financial system. This is necessity to understand several 
risks related with Islamic finance in general and Islamic Banking products in particular. 
Enhancing complexity and convergence of financial activities has resulted in multiplicity of 
risks. The four most common forms of risks are credit, market, liquidity and operational. The 
Islamic financial industry has a different orientation towards risks. The risks are more 
aligned on the basis of contract types as result of the special structuring of the contracts in 
Islamic Banking.' 
Risks in Islamic Banks 
As ktaiuic Banking is rather new. the risks inherent in the instruments used are not 
well comprehended. Islamic Banks can he expected to face two types of risks: 
1. Risks that are similar to those faced by traditional financial intermediaries and 
2. Risks that is unique ovv ing to their compliance with the Shari'ah. 
Furthermore, Islamic Banks are constrained in using some of the risks mitigation 
instruments that their conventional counterpart used. 
bOMonzer Kahf, Success Factors of Islamic Banks: An Empirical Study (Jeddah: IDB, 2007), pp.151-159. 
b'Ionnis Akkiz dis and Sunil Kumar Khan Delwa, No.37, p.28. 
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The asset and liahilit\ sides of Islamic Banks have unique risk characteristics. The 
Islamic Banking; model has e%ol%ed to one-tier Mudarabah with multiple investment tools. 
On the liability side of Islamic f3anks, saving and investment deposits take the form of' profit 
sharing investment account. Profit and loss sharing is the nature of some of the Islamic 
financial contracts, along with the changing relationships Of parties during the lifetime of the 
contract. These expose them to specific types of risks. These risks are specific to the contract 
types. These instruments on the asset side, using the profit-sharing principle to reward 
depositors, are a remarkable feature of Islamic Banks. Such instruments change the nature of 
risks that Islamic Ranks face. The four most common forms of risks faced by Islamic Banks 
are discls,sed below. r~ 
A. Credit Risk 
Credit risk is sintpl% defined as the potential that a borro er or counterpart \sill fail to 
face its obligation in accordance with agreed terms. It is the risk of failure of the 
counterpart' to honour their commitment, and is also referred to as default risk.`' Credit risks 
arise from the volatility in the bank's net cash flow as a result of an unexpected decline in its 
total cash tlo due to default b\, counter-party. This can give rise not onIN to a liquidity 
crunch but also adversely affect the quality of the hank's assets. In general, the standing of 
counter-parties. nature of the legal system, quality of collateral, maturity of credit, size of 
banking and trading books. utilization of credit derivatives, and internal control s\stenis 
determine the level of credit risks of bank. Super authorities, therefore, need to be familiar 
with the several factors that influence the general nature of credit risks to which Islamic 
Banks are exposed.' 
b2M. kabir Hassan, Mervyn K. fewis, Handbook of Islamic Banking (UK: I:tt and Cigar Publishing Liiitiicd, 2U07), 
p.144. 
f'3 Basel Committee of Banking Supervision, Principles for the Management of the Credit Risk, Bank for 
International Settlement (Basel, Switzerland, 1999), p.l. 
`°'M. Umer Chpar, Tariqullah khan, Regulation and Supervision of Islamic Banks (Jeddah: IRTI, 2000), p.52. 
For example. credit risk in Mterafiahah contracts created in the form of the counter-
party defaulting in paNing the debts in full and in tine. The non-performance can he due to 
external s\stenmatic sources or to internal financial causes or be a result of moral hazard. 
Sometime, in the case of' profit-sharing modes of finance (like Mudarabah and Musharakah) 
the credit risk ill be non-payment of the share of the bank by the entrepreneur hen it is 
due.°;  
B. Market Risks 
Market risks include of interest rate risks. exchange rate risks, and commodity as well 
as equity price risks. Like con\entional banks. Islamic Banks are also exposed to these risks. 
Interest risk is one of the most significant market risks faced by con',entional financial 
institutions. Since Islamic banks do not deal in interest-based instruments. it has sometimes 
been argued that these institutions do not face this risk. I-io\aever, the (iict is that Islamic 
Banks are also indirectly confronted with this risk through the nark-up price of deferred sale 
and lease-based transactions. Since Islamic Banks use LIBOR' as benchmark in their 
financing operations. It is natural for the assets of these Banks to he revealed to the risk of 
changes in the LIBOR rate. 
Islamic Financial Institutions use a benchmark rate to price different financial 
instrument'. For example. in a Murabahah contract the mark-up is determined by adding the 
risk premium to the benchmark rate (usually the LIBOR). The nature of a Murabahah is such 
that the mark-up is fixed for the duration of the contract. Consequentl\. if the benchmark rate 
`'M. kabir Hassan, Mervyn K. lewis, No.64, p.145. 
6 'The London Interbank Offered Rate (LIBOR) is a daily reference rate based on the interest rates at which 
banks borrow unsecured funds from other banks in the London wholesale money market (or interbank 
lending market). Alternatively, this can be seen from the point of view of the banks making the 'offers', as the 
interest rate at which the banks will lend to each other: that is 'offer' money in the form of a loan for various 
time periods (maturities) and in different currencies. 
6 ' M. Umer Chpar, Tariqullah Khan, No.65, pp.54-55. 
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changes. the mark-up rates on these fixed income contracts cannot he adjusted. As a result 
Islamic Banks face risks arising from movements in market interest rate. Mark-up risk can 
also appear in pr tit-sharing modes ot'tinaecing like Modarabah and Musharakah the profit-
sharing ratio depends on. among other things. a benchmark rate like 1.1 BOR.`'~ 
C'omentional banks try to operate interest rate, exchange rate, and commodity and 
equity price risks h> using futures. forwards. options and swaps contracts. Ilo\%ever, no 
agreement has \et been taken place among the jurists (Fttgaha) on the permissibility ot'these 
instruments. It has, therefore, not been possible to design Shari'ah compatible substitutes for 
the conventional risk management instruments.~9 
C. Liquidity Risks 
Liquidity risks arises from either difficulties in obtaining cash at reasonable cost from 
borrowing (funding liquidity risk) or sale of assets (asset liquidity risk). The liquidity risk 
arising from both sources is critical for Islamic Banks. For a number of reasons, Islamic 
Banks faced serious liquidity risk. 
First there is Islamic la\\ restriction on the securitization of the existint. assets of 
Islamic Banks. which are predominantly debt in nature. 
Second because 01' slow development of financial instruments. Islamic Banks are also 
unable to raise funds quickly t om the markets. 
Third. the Lender of Last Resort (LLR) provides emergency liquidity facility to 
banks \%henever needed. the existing LI.R facilities are based on interest. therefore Islamic 
banks cannot benefit from these. 
M.kabir Hassan, Mervyn K.lewis, No.63, p.145. 
69M.Umer Chpar, Tariqullah khan, No.65, p.55. 
'°M.kabir Hassan, Mervyn K.lewis, No.63, p.145. 
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The liquidity risk faced by Islamic banks seems to be low at present because of the 
excess liquidity syndrome that these Banks face as a result of the non-availabilit\ of 
adequate Shari'ah-compatibly investment opportunities. Nevertheless the Islamic Banks have 
so far not Laced any liquidity problem. This has been a double-edged weapon because while 
it has samed the Banks from liquidity crises, it has also led to the lack of development of 
formal liquidity management instruments. 'T'hese problems are. however. are not impossible 
to be solved. They can. and \\ ill be. resolved with the passage of time with the cooperation of 
banks. the jurists (Fuqaha) and the central banks.'' 
D. Operational Risks 
t )l,crational risk is explain as the risk of loss resulting from inadequate or failed 
internal processes, people, and systems or from external events. This definition includes 
legal risk. but excludes strategic and reputational risk.' The three major components of 
operational risk are people, processes. technology, or some other external events. People's 
risks include human errors, lack of expertise. incompliance, and fraud. Process risks include 
risks related to different aspects of running a business, which may compose regular business 
processes. risks related to new products and services, inadequate/insufficient control, etc. 
Failures related to system are included in technology risks.? 
In addition to these risks, the Islamic Banks also face substantial Islamic law-related 
risks arising from the non-standardized nature of some Islamic Banking products. Moreover. 
an efficient and prompt Shari'ah litigation system is not in place, and banks as yell as 
supervisory staff are not tell-oriented in the knowledge of Fuqaha (jurist). The Shari'ah 
supervisors are also not well-experimented in the implications of modern risk management 
" M.Umer Chpar, Tariqullah Khan, No.65, p.56. 
"Bank for International Settlement, Basel Committee of Banking Supervision, International Convergence of 
Capital Measurement and Capital Standard (Basel, Switzerland, 2006), p.144. 
'lonnis Akkizidis and I, No.39, p.34. 
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concepts. This has had the effect of discourage Islamic Banks of utilisation of many genuine 
risk management concepts and systems which ma N not necessarilN be in conflict with 
Shari'ah.'` 
However. Islamic Banks face additional risks due to the nature of their balance sheet 
and Shari'ah compliance. Non-availability of financial instruments to Islamic Banks is a 
major hindrance in their way to operate market risks as compared to the conventional banks. 
While some of the Islamic laws-related issues have to be resolved by Shari'ah scholars, 
setting up of infrastructure institutions requires to be done by the government and regulatory 
authorities in different countries. 
Therefore, there is a need to introduce a risk management culture in Islamic Banks. 
One way to introduce this culture is initiate some form of internal rating system. Specifically. 
risk \\eighting of all their assets separately is needed. In the medium and longer-run these 
could develop into more sophisticated systems. Initiation of such a system can be 
instrumental in tilling the gaps in the risk management system and hence increasing the 
rating of these b\ the regulator authorities and external credit assessment agencies.7~ 
2.4 C'Iiallenges 
Since inception the biggest challenge Islamic Banks have taced is how to narrow the 
gap between the Islamic Banking model and its application; in other words. between theory 
and practice. "" l he major challenges Islamic Banking is facing may be explained as follow. 
"' M.Umer Chopar, Tariqullah Khan, No.65, p.56. 
''M.kabir Hassan, Mervyn K. lewis, No.63, p.157. 
76Monzer Kahf, Ausaf Ahmad and Sami Homud, No.21, p.39. 
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1. Building Proper Institutional FrameNsork 
Building a proper institutional establishment is perhaps the most serious challenge for 
Islamic Banks. To lace this challenge, a "functional approach" to\\ards building this set-
up should be adopted. The functions being conducted by various institutions in the 
conventional frame~\ork should be examined and attempts should be made of establish 
institutions that can conduct those Functions in an Islamic \\a\. 
2. Increased Competition 
'hi' de elopincnt is cicarl\ the viability of Islamic Banking as an alternative model but 
at the same time. it has increased competition. In general. competition is supposed to be 
good for the gro\%th of any industry. It improves inefficient firms to either shape up or 
shape out. It reduces the costs and impro\es services to consumers. It encourages 
inno\,ttion and bring, impro ements in product quality. 
3. Building Bridges and Strategic Alliance 
Islamic banks cannot remain alone of these deNelopments. I he\ must careiitll) watch 
these developments and adjust their strategies accordingly. In order to operate in global 
markets, they have to enhance the size of their operations as well as form strategic 
alliances with other banks. It will also be useful to build bridges between existing Islamic 
banks and those con\entional hanks that are interested to do bankine on Islamic 
principles. Such strategic alliances \\ ill benefit both sides. 
4. Need to Increase the Site of Islamic Banks 
I`he small sue of Islamic Banks is also a major factor for lack of portfolio diversification. 
Resour~e at their arrangement are not sutficientl) large to Minimize risk through 
portfolio diversification. In order to increase the level of efficiency and deal more 
effecti%el% %\ ith financial markets, it is desirable that the size of' operations of Islamic 
Ranks be substantially increased. In this regard. serious consideration should be given to 
mergers. 77 
S Financial Engineering 
financial markets are no becoming more and more complicated. In order to exploit the 
fast chanin market environment and face increasing competition, financial engineering 
and inno%ation is irnperatike. The financial needs of both individuals and businesses. 
ho ever, have now changed. The Financial Engineers in modern finance have planned 
se\eral nc\\ instruments such as options, derivative, hedging, insurance, pension plans. 
credit cards and ne\\ mortgage products to meet these instruments. 
6. Shari'ah Aspect 
Howwe\er. because of the religious aspect of' Islamic Banking and finance, no new 
product can be adopted until it is cleared b) Shari'ah scholars. Even after a new product 
is put into practice. Shari'ah auditing of the operations of financial institutions is very 
important to ensure that the actual practice are in accordance with the compliant of 
Shari'ah. This is important not only for religious reasons but also for purely business 
considerations because the clients of Islamic Banks will not have confidence in their 
instruments unless Shari'ah scholars clear their activities. 
7. Teaching, Training. Research and Development 
l eaching. Fraining and Research are the where-with-all for the development of an\ 
regulation. This is more so for a regulation like Islamic Banking and Finance. which is 
still beginning. Another very important component for useful and scientific research is 
7 Munawar Igbal, Ausaf Ahmad, Tariqullah Khan, No.4, pp.63-65. 
~8Munawar lqbal, Philip Molyneux, No.7, pp. 107-108. 
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the availability of reliable information. This has not received much attention from 
Islamic Ranks. Islamic Banks have spent a sizeable amount on research and 
development. There is a need to enhance efforts in this area to several times the current 
levels. 
S. Fixed Versus Variable Return.Modes of Finance 
Islamic finance system has presented a number of financial instruments. Broadly 
speaking. they may be divided into fixed-return and variable return or profit sharing 
modes. There are many reasons why the fixed-return modes have become more popular 
in practice. They have a number of desirable features such as simplicity. convenience gild 
safety. They are providing banks high liquidity with low risk. It may state that the fixed-
return modes of finance being used by Islamic Banks are clearly different from interest-
based modes. Transactions of the former modes are always done through real 
transactions, while in the latter case they are carried through inter-temporal exchanges of 
money.-  
9. Conditions of Participation in Equity markets 
In all businesses there is need for long-term finance, in a conventional system this is 
provided through long-term bonds and equities. This Cunction is conducted by securities 
markets and specialized equity institutions. In addition to the general public, the most 
significant sources of these investments are investment banks, mutual fords, insurance 
companies and pension finds. Islamic banks do not involve with interest-bearing bonds 
and therefore the need for equity markets is much higher in an Islamic framework. It may 
be mentioned here that even in conventional finance, there is an increasing trend towards 
the use of equities as a sources of business finance. Islamic financial institutions need to 
11Munawar Igbal, Ausaf AIu ad, Tanqul lah Khan, No.4, pp 66-68 
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he involved in equit\ markets. HowweNer. there are some unresolved tigh issues that are 
hampering this trend and these issues needs to be resolved as soon as possible. N` 
10. Appropriate legal Framework, Policies and Procedure 
An appropriate legal, institutional and tax framework is a basic requirement for 
establishing sound financial institutions and markets. Islamic jurisprudence otters its 
o%\n frame work of the instrument of commercial and financial contracts and 
transactions. Conventional banking laws also narrow the gap of activities of Islamic 
Banking within conventional limits. In the absence of Islamic Banking laws, the 
enforcement of a~rcL':ncnts III courts ma\ need extra cflrt and cost.. Ill rcfo'c. 
banking. property a nd compam Ia\\S ill s \trail countries require a sultahic 111odililcatio11 
to provide a level playing field for Islamic Banks.81 
11. Supervisory Framework 
In most countries Islamic Banks are based on the supervision of the central hank of the 
countr\,. Most of Islamic Banks in the contemporary world perform in it mixed 
environment in which interest based banks function side by side with the Islamic Banks. 
The central banks subject the Islamic Banks to the same controls, conditions and 
regulations that they adopted to interest based banks. I lo ever. there are certain factors. 
hich require that Islamic Banks should be treated on a different standing, point.' 
2.4.1 Prospective 
Where Islamic Banking needs to go: the 'a ahead. The commendable achievements 
during the last 30 years do not mean that all is well with Islamic Banking. While many of 
80Munawar Igbal, Philip Molyneux, No.7, pp.105-106. 
8 ' IRTI, IFSB Islamic Financial services Industry Development Ten-Year Framework and Strategies (Jeddah: 
IRTI, 2007), p.23. 
82Munawar lqbal, Ausaf Ahmad, Tariqullah Khan, No.4, p.70. 
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these are result of' the inappropriate environment in which Islamic Banks are working. there 
are others %khich have arisen from the practices of Islamic Banks themselves. It can be 
explained ho%% in our view the Islamic Bank and finance industry needs to respond to those 
challenges as it enters the twenty-first century. 
1. The Need to Broaden Base 
The ownership structure of the Islamic financial industry is highly concentrated. Three 
or tour groups own a large percentage of the industry. This concentration of ownership could 
result in substantial financial instability and possible collapse of the industry if' anything 
happens to those groups. or the next generations of these groups change their priorities. I hi> 
popular support needs to he converted into grassroots involvement in Islamic Banking. both 
in terms of ownership as \\ell as beneficiaries of bank financing. Going from non-interest 
financing to profit-sharing financing, or a more balanced combination of the two, is the next 
milestone that the Islamic banking industry should head toward. 
2. The Need for Diversification in the Use of Islamic Mode of Finance 
Islamic financial transactions are of two kinds. One is based on a fixed charge on 
capital. and the other is based on profit-sharing which does not guarantee any rate of return. 
Both kinds provide finance through the purchase and sale of real commodities. Islamic 
Banking, specialist built up their hopes on Islamic Banks to provide a significant amount of 
profit-sharing finance and %\ould be expected to produce a strong economic development 
impact.Y Some scholars have argued that is one of the most serious problems facing Islamic 
Banking as an alternative model which is distinguished by risk sharing. 
"We cannot claim, for an interest-free alternative not based on sharing, the 
superiority which could be claimed on the basis of profit sharing. \\`hat is 
worse, if the alternative in practice is built around predetermined rates of 
83Munawarlgbal, Philip Molyneux, No.7, pp.123-129. 
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return to ingestible funds, it ould be exposed to the same criticism which 
was directed at interest as a fixed charge on capital. It so happens that the 
returns to finance provide in modes of finance based on Murabahah. Bai al 
salam. leasing and lending with service charge. are all predetermined as in 
the case of interest. 
3. Preparing for Increased Competition 
So far. Islamic Banks have had a fiirl> degree of monopoly oNer the financial 
resources of the Islamic-ally-motivated public. This situation is changing fast and Islamic 
Banks had better prepare for a global market. Islamic Banks are now facing ever-increasing 
competition. An important development in Islamic banking in the last few years has been the 
entry of some mega-international hanks into the Islamic financial industr>. x' The competition 
from conventional hanks is expected to increase further in the near future due to 
globalization. Due to liberalization. the world markets are rapidly converging, into a single 
market place. To benefit from the opportunities offered by globalization, the Islamic Banks 
need to improve the qualit\ ut their services and develop suitable products. Technological 
innovations are also playing an important part in financial integration and globalization. 
Globalization of financial markets has led to more and more integration of capital markets. 
Liberalization of foreign exchange markets has further reinforced this trend. Islamic Banks 
cannot remain aloof from these de~clopments. They must carefully watch these 
developments and adjust their strategies accordingly. 
4. The Need to increase the Size of Islamic Banks 
In the light of technological changes and globalization. Islamic Banks must improve 
themselves to operate a much larger size of operations and to deal with internationally-
minded and financially sophisticated customers. The required infrastructure and the larger 
and geographically wider scope of operations need for larger bank size. As against this, the 
84Siddigi, M.Nejatullah, Issues in Islamic Banking (Leicester, UK: The Islamic Foundation, 1983), p.52. 
8 Munawarlqbal, Ausaf Ahmad, Tariqullah Khan, No.4, pp.55-56. 
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available data show that Islamic Banks and financial institutions are relatively small and 
below the optimum size, as is clear from the follo in , facts: 
I. If the Asset of all Islamic Banks were mobilized, they would still he less than 
those of an' single bank in the top 50 banks in the world. 
2. The Assets of the largest Islamic Bank are equal to only 1 percent of the 
assets of the largest bank in the world. 
5. The Emerging Shape of Financial Firms 
Until a few 'ears ago. there was a shape distinction between bank and non-bank 
financial intermediaries. On one hand, hanks \\ere not allowed to in\est in stock markets; on 
the other hand. non-bank financial institutions \+ere not allowed to have current account. 
Even the most famous law in this regard, the Glass-Steagall Act in the USA, has been 
replaced. A free market approach to integrated financial service provision \0hich will allo\~ 
affiliation among all financial and non-financial companies has become popular in Furope, 
the USA and Japan, and may soon he enacted in many other countries. Removal of' harriers 
in the areas of their operations is bringing banks and securith firms into direct competition. 
This is bound to change the profile of financial firm in the twenty-first century. Islamic 
Banks are in a distinctly advantageous position in this regard, because they are supposed, by 
construction. to take part in direct investment and trade. In order to take advantage of new 
opportunities and to face competition they have to find ways and means to overcome their 
inhibitions and move towards a universal banking model.' 
2.4.2 Present state 
Islamic finance is growing as a source of finance for Muslims and other investors 
around the world The global market for Islamic financial services, as measured by Shari'ah 
86Munawar lqbal, Philip Molyneux, No.7, pp.131 -132. 
compliant assets, is estimated by the F•K Islamic Finance Secretariat (UKIFS) to have 
reached 51. 130bn at end-2010. 21% tip on $9 33bn in 2009 (Figure 2.3). 
Figure 2.3: Global Asset of Islamic Finance 
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of the global financial market. The largest centres remain concentrated in Malaysia and the 
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Indonesia has the largest Muslim population in the world at an estimated 205tH and 
Bangladesh the fourth largest at I 49m; India and Pakistan make up the other two countries 
with the largest Muslim population each with around I77m. These four countries account for 
44% of the %%orld%% ide Muslim population of I.6bn (figure 2.6). 
Figure 2.6: Muslim Population by Countr 
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More countries are looking to expand the Shari'ah otfering. New Shari'ah compliant 
institutions ha\e been reported by The Banker, for example Australia. Azerbaijan, Nigeria. 
Oman, Pakistan, Qatar and Russia. Oman is the last of the Gulf Co-operation Council (GCC 
states to open the door to Islamic Banks. Leading countries for Islamic finance should 
provide fertile ,round for future growth. although the long-term impact of political unrest on 
development of Islamic finance in some Middle Eastern countries, such as Egypt, remains to 
he seen. 
Global Market for Islamic Finance 
As mentioned in the overview, UKIFS estimates that the global market for Islamic 
financial services, as measured by Shari'ah compliant assets, reached$ l , l 0bn at end-2010. 
21% up from $933bn in 2009. It is likely to have grown a further 14% in 2011 to reach 
$I.289bn. making a rise ofabout l 50% from $509bn in five years since 2006 Assets that can 
he allocated to individual countries from The Banker's survey of 500 organizations reveal 
that the leading countries for Shari'ah compliant assets are Iran with S388bn, Saudi Arabia 
$I SI ha and Malaysia Sl 33hn These are followed by other Gulf States including UAE. 
Kuwait. Bahrain and Qatar, and then Turkey. The UK. in ninth place, is the leading Western 
country \\ ith S19bn of reported assets, largely based on 1-ISBC' Amanah. Countries with most 
of the 34Stirms reporting to l he Banker's survey include Ku\sait and Malaysia, each \\ ith 39 
firms, and Bahrain with 33 firms. A group of countries including Indonesia. Iran. Saudi 
Arabia. Pakistan. UAF and the UK each have between 20 and 27 firms supplying Islamic 
finance. (Figure 2.7) 
Figure 2.7: Islamic Finance by Countr-, 
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Shari'ah Compliant Financial Services 
Banking and Sul:uk represent the forms of Islamic finance that are most well 
established, with Takafitl (insurance) and funds also developing. Products that may be the 
subject of inno\ation include private equity and private wealth management Banking In The 
Banker' s survey, balance sheet assets of Shari'ah compliant banks rose by 22% from 
$863bn in 2009 to SI•048bn in20 10. Commercial banks account for the majority of assets, 
with investment banks making up most of the remainder. Ernst & Young has indicated that 
profrtabilit\ of banks in the Middle East and North Africa stabilized in 2009 and 2010 
having suffered in previous years due to higher provisions and operating costs. Considerable 
potential for expansion exists with The Banker estimating that only I2% of Muslims use 
Islamic products. although scope is more limited in countries where Muslims represent a 
minority. Extent of the industry's penetration Varies substantially. In Bangladesh Islamic 
banking accounts for 65% of total banking assets; in Bahrain 46% and Saudi Arabia >j%. 
90 
However penetration in other countries is limited with Islamic Banking accounting for only 
4% to 5% of total banking assets in Turkey, Egypt and Indonesia. (Figure 2.8) 
Figure 2.8: Islamic Finance Penetration in Selected Countries 
Islamic banks, including those with Islamic windows', are now looking to enhance 
their position in faster growing core regions of Middle East, Asia and Africa. Offering 
products that are competitive on price and service could help to generate business not only 
from Muslims with a preference for Shari'ah compliant services, but also from Muslims and 
other customer that currently use conventional banking services.87 
t,  The City UK Islamic Financial 201P '/d. March 2012, pp.1-4. 
Chapter 3 
Islamic Financial Transactions 
3.1 Islamic Law (Shari'ah) 
I he Islamic La 	Shari'ah) is the heart of Islamic religious concern. Islam is an 
eminently practical \\,a\ of life and the Shari'ah is the guidance for all the specific situations, 
so that one may knows how to achieve the pleasure of Allah (SWT) in this life and in the 
1-Iereafter. The prescriptions of the Shari'ah are ordained by God as His Eternal Will. It is 
thus. the standard of right and wrong in human affairs and provides an all-inclusive score of 
religious valuation for conduct. Eery human deed falls under the perspective of the law. 
without exception. 
The assumption underlying the Shari'ah is that men are incapable of discriminating 
right and wwrong by their own un-aided powers. It was for this reason that guidance was sent 
to them through Prophets. God. \\ ho is All-po\%ertul and the t isest. has decreed a path\ ay 
for mankind. His decrees are based upon nothing but His Sovereign Will: they are not 
subordinated to rational considerations, nor are they to be judged b,. the standard of reason. 
It liillo«s, therefore, that the Shari all is Taaubud (worship), to be obeyed as a slave obeys 
his master. - 
The term "Islamic Law" is somewhat ambiguous in that it conflates two Arabic 
terms, Shari'ah (divine law) and Figh (human comprehension of that la\\ ). The distinction is 
an important one. In the first instance, since God is the true and only law-giver, an% legal 
position must ultimately be rooted in the Quran and the Sunnah, t hlch are understood to be 
1Khiyar Abdallah Khiyar, The Rise and Development of Interest-Free Banking ( New Delhi: Genuine 
Publication, 2005), p.111. 
2 Adams, Charles S., Encyclopedia Americana, International Edition, 1989, VoI.1S, p.499. 
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the revelation of His di' ine will. )-lowever. when it comes to the practical application of this 
divine la to individual situations and the circumstances of everyday Ilk, the responsibility 
lies 	ith those who are skilled in interpreting the revealed sources, namely qualified 
religious scholars or Llama. 
3.2 Sources of Islamic Law (Shari'ah) 
3.2.1 Printary Sources 
The primary sources are the Quran and Sunnah. This is based on the tact that Islam 
urges its followers to refer to these sources in solving problems that occur in their daily lives 
as commanded by Allah." 
'rile Ilul\ Quran 
The ord "Duran" means something recited or read: applied to the revelations made 
to the Prophet of Islam (PEWIT): it may indicate that the are to be used for recitation in 
worship. The messages `siren t0 Muhammad (PRUII) b\ the Angel were taken From a 
heavenly Book, uncreated and eternally consistent with God that is called the Mother of the 
Books or the Well-preserved Tablet.' 
The ke\ text upon which the Shari'ah is founded is of course the (loran, that is to say. 
the Revelations of the Prophet Muhammad (Plat JI I). which came front God. As the Quran is 
"historically and ideologically the primary expression of Islamic law" therefore all Muslims 
are commanded to obey Allah (S\\'T) and Prophet (PI3UI l).`' 
Allah (S\'1'"I') said: 
3 Angelo M. Venardos, Islamic Banking and Finance in South East Asia its Development and Future 
(Singapore: World Scientific Publishing, 2005), p.33. 
4Suruhanjaya Sekurity, Resolution of the Securities Commission Shari ah Advisory Council (second edition), 
(Kuala Lumpur Secunties Commission. 2006.) p.8. 
Khiyar Abdallah Khiyar, No.1, p.108. 
GCoulson, Noel J., Islamic Law (London: Edinburgh University Press, 1984), p.55. 
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"Oh you who believe Obey Allah (SWT) and obey the Messenger and those 
charged with authority among you if you differ in anything among you; refer 
it to Allah (SWT Quran and His Messenger Sunnah." 
Surah al-Nisa: 59 
1-fence the absolute supremacy and the majesty of God are most strikingly 
emphasized by the Quran. The Prophet was, to all intents and purpose, sent primarily to 
exemplify the teachings of the Quran and present to the +orld a model of ideal practical life. 
Hence the first important source of Islamic Law is Quran. The Sunnah. b~• its ver\ nature. 
therefore, never goes against the Quran, nor does the Quran go against the Sunnah.7 
hhc Prophctie Tradition (Sunnah) 
I he \\ord "Sunnah" literal)\' means - 'a beaten track" and thus an accepted course of 
conduct. In Islamic thought. it refers to all the acts and savings of the Prophet (PBUH) as 
well as everything he approved. I- he later are described as I ladith \\ hich literally means a 
"Narrative" or "communication" but in this context is understood to refer specifically to an 
account of the life and conduct of the Prophet Muhammad (PBUI-I), who is regarded by all 
Muslims as their ideal role model. The I ladith were assembled from the recollections of the 
Companions of the Prophet (PRUIIi, and 	as onl\ put down in writing after sonic 
considerable time had elapsed since Muhammad's (PL3111) death." 
The Sunnah. which consists of the sayings of and the actions done and/or approved 
by the Prophet (PBUH). is an equally important source of' information in Islamic la\\. The 
importance of sticking to Sunnah is obvious from the following verse of the Holy Quran.9 
Allah (SWT) said: 
7Muhammad Abdul Mannan, Islamic Economics: Theory and Practice (Foundation of Islamic Economics) 
(England: Hodder and Stoughton, 1986), p.31 
8Angelo M. Venardos, No.3, pp.28-29. 
9Muhammad Ayub, Understanding Islamic Finance (England: John Wiley and Sons, 2007), p.22. 
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"Indeed you ha,.e in the Messenger of Allah an excellent example for the 
one %%ho hopes in Allah and looks to Last day" (33:2I 
"So take what the Prophet (PBIJE-l) assigns to you and deny yourselves that 
which he withholds from you" (Sarah al-I lass r: 7) 
therefore. Sunnah is the second important sources of Islamic law but ultimately the 
Quran takes priority over the Sunnah as a source of law; jurists should resort to the Sunnah 
for legal guidance onl\ when no clear directive can be obtained from the Quran. 10 
3.2.2 Secondary Sources 
Apart from the t' \o primar\ sources the Quran and the Sunnah. the Islamic la \\ also 
passed a resolution to use ,e ondar\ sources and other Islamic Jurisprudence Manhaj are 
called "ljtihad". These methods are collectively described as Ijtihad which literally means 
effort. signifying the use of intellectual exertion by a jurist to derive an answer to a question. 
Ijtihad observes a particular methodology called "The roots of the law" (Usulal-tigh) which 
include the follo\\ing recognized methods of reaching a decision: Ijnla, Qiyas, lstisna, 
Maslahah Mursalah. Istishab. Sadd Zariah, and L-r1'. H 
• Ijma: Ijma has been defined as the "consensus of opinion of the Companions 
(Sahaha'h) of the Prophet (PE3UH) and the agreement reached on the decisions taken 
b% the learned Mattis or the Jurists on carious Islamic matters".~' 
• Qivas: literall\ means making a comparison between t\\o things with the view of 
evaluating one in the light of the other. In Shari'ah la%\ it refers to the extension of a 
Shari'ah ruling from an original case to a new case, on the grounds that the latter has 
the same effective cause as the former:'' 
10 Angelo M. Venardos, No.3, p.29. 
11Suruhanjaya Sekurity, No.4, p.9. 
12Doi, AbdurRahman I., Shari'ah: The Islamic Law (Kuala Lumpur: A.S Noordeen, 1989), p.78. 
13 Angelo M. Venardos, No.3, p.34. 
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• lstihsan: -1 he word means literally, to hold something for good. right. According to 
the treatises on "Usul-al-Ficlh." Istihsan technicall\ denotes the abandonment of the 
opinion to which reasoning b\ analogs (Qi as) Would lead, in favour of a different 
opinion supported by stronger evidence. ; 
• \laslahah Nlursalah: 	\laslahah \1ursalah or public interest is %cry similar to 
ltih in. It' it is c' ident that a particular course of action \\ ill result in public benefit, 
it may be tollo\~ed. This is one of the means by which the Shari'ah can be adapted to 
meet the need to accommodate social change. 
• Isti%hab: when the existence of a thin,, has been once established by evidence, e\en 
though later some doubt should arise as to its continuance in existence, it is still 
considered to exist. It is called Istishab al- Hal. if the present is judged according to 
the past. and Istishab al-Madi. if the reverse is the case. 
• Sadd Zari'ah: Ihis refers to the approach used to curtail anything that can cause a 
Muslim to be forbidden. It is considered an early preventive measure to prevent a 
Muslim from doing what is forbidden by Allah (SW]').'' 
• t: rf: This refers to the norms of the majority of a society whether applied in speech 
or (teed. It is considered as Adat Jama iyyah (customs that are collectively 
acceptable) and can be used as a legal basis so long as it does not contradict the 
Shari'ah. ~ k In the context of the Islamic capital market. "Urf Tijari" refers to 
customary practices in businesses that are considered a basis for guidance  and 
Hukum. 
14Aghnides, N. P., Mohammedan Theories of Finance with an Introduction to Mohammedan law (Lahour: 
the Premier Book House, 1980), pp.94-102. 
15Angelo M. Venardos, No.3, p.34. 
16Muhammad Abdul Mannan, No.7, p.37. 
11Abu Zuhrah, Usul al-Figh (Cairo: Dar al-Fikr), p.268. 
18At-Zuhaiti, Wahbah, Usul al-Fiqh al-Islami,vot.2, (Damascus: Dar al-Fikr, 1986), p.828 
3.3 Fie Degrees of Admissibility Ranging 
Ever% aspect of Islamic society is subject to the lens of Shari'ah scrutiny and can be 
classified according to five degrees of admissibility ranging from the obligatory to the 
absolutely forbidden. fhe, are as follows: 
t)hligatory (Fard or Wajib) — An obligatory duty, the omission of which is 
punishable. 
• Desirable (Mandab or htustahab) — An action which is re\%arded. but the omission of 
~~liich is not punishable. 
• Indifferent (Jaiz or Mubah) — An action which is permitted and to which the law is 
indifferent. 
1'ndesirable (Mukruh) - Which is disapproved of, but which is not a punishable 
Ottence. though its omission is rewarded. 
• Forbidden (1 laram) — An action which is absolutely lbrbidden and punishable. 
Together. these categories define the universe of what is and what is not possible in 
Islamic society and they apply just as much to financial transactions as to any other kind of 
activity. 
3.4 Objectives of Islamic Law (Magasid Al-Shari'ah) 
Ibis intense commitment of Islam to brotherhood and justice makes the \%ell-being 
(Fatah) of all human beings the principal goal of Islam. This well-being includes physical 
satisfaction because mental peace and happiness can be achieved only by means of a 
balanced realization of both the material and spiritual needs of the human personality. It 
must be accompanied by ensuring efforts directed to spiritual health at the inner core of 
human consciousness. and justice and fair pla\ at all levels of' human interaction. Only 
19 Angelo M. Venardos, No.3, p.28. 
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development of this kind would he in conformity with the Maqasid al-Shari'ah or objective 
of the Shari'ah (referred to hereafter as the Maqasid of the goals.) 
By the time of Al-Ghazali. the principle of Islamic Jurisprudence (Usul al- Fiqh) was 
well established as a separate discipline. A discussion on the objectives of Islamic Law 
(Maqasid al-shari'ah) belonged to this subject of study. Endorsing the generally accepted 
view that Shari'ah sought to promote the welfare (Masalih) of human beings. Ghazali noted 
that the objectives of Shari'ah that relate to people are five: that is to protect their religion, 
life, reason, progeny and property. so whatever serves these five basics is Maslaha. 
Shatibi discussed the subject in detail, giving Maslaha a central place. He endorsed 
the list of five objectives gi%en earlier by Ghazali, but did not give it much importance. More 
significant(. he had a perception that \\eglth (Mal). la »t in (ihazaIi.'s list could be a means to 
the realization of the other objectives mentioned in that list. Ile paid great attention to three 
levels of realization for every objective of Shari'ah or Maslaha: absolutely ncees ar\ 
(1)aruri\ah), requirements (Ha_jiyyah) and beautification (Tahsiniyvah): 
Absolutely Necessary (Daruriv ah) 
These are the objectives which are basic for the establishment of welfare in this world 
and the orld hereafter in the sense that II' the are ignored, then the coherence and the order 
cannot he established. Daruri\yah relate to five things: Protection of faith (din), Protection of 
life (Nats): Protection of posterity (Nast): Protection of property (Mal): Protection of 
intellect (:\ill ). 
20U metChapra, Islam and Economic Development a Strategy for Development with Justice and Stability 
(New Delhi: Adam publisher and Distributors, 2007), p.6. 
21 Mohammad Najatullah Siddiqui, Riba Bank Interest and the Rationale of Its Prohibition (New Delhi:. 
Markazi Maktaba Islamic publisher, 2004), p.20 
Requirements (hlajiah) 
Shari'ah aims at tacilitating life or removing hardship. All such provisions of 
Shari'ah which aims at facilitating life, removing hardship, etc., are said to tultill the 
Ilajivvah of halal goods for food, lodging and conveyance, etc., since such permission would 
facilitate life or remove hardships. 
Beaufilication (Tahsiniv-cah) 
Shari'ah beautities lily and puts comforts into it. There are several provisions of 
Shari'ah which are meant to ensure better utilization, beautification and simplification of 
Daruriyvah and Hajivyah. for example. permission to use beautiful and comfortable things; 
to eat delicious food, to %\ear fine clothing and so on." 
3.5 The Major Schools of Islamic Law (Mlazhab) 
\t this stage it should be clearly understood that the interpretation and application of 
both revealed and non-resealed kno~ti ledge have given rise to the emergence of different 
Fiqh schools. The ditlerences between schools relate to all the various subjects of human 
interest on which the Shari'ah has had something to say. The most important of the Fiqh 
schools can be classified to Four Major Fiqh Schools.`' 
1. lianafi 
the I lanali school of thought was established by Imam Abu Hanitah (80-150 AH) 
and his famous student. Abu Yusuf and Muhammad. The) emphasized the use of 
reason rather than blind reliance on the Sunnah. This school is mostl\ prevailing in 
India and the Middle East. 
22Khiyar Abdallah Khiyar, No.1, pp.116 -118. 
23 Muhammad Abdul Mannar, No.7, p.37. 
2. 1aliki 
fhc \laliki School adheres to the teachings of Imam Malik (96-178AH) \rho laid 
emphasis on the practices of the people of Medinaas being the most authentic 
examples of Islamic practice. The moors who ruled Spain \sere the followers of the 
11aliki School. which. toda\, is bond mostl\ in Africa. 
3. 1lfanhaIi 
.1 he I lanbali School 'as founded b% Imam Ahmad Ibn I lanbal (I 63-2401)mho 
had a high reputation as traditionalist and theologian, and adopted a strict view of the 
law. The Ilanhali School today' is predominant in Saudi Arabia. 
4. Shafi'i 
The Shafi'i school was founded bN Imam As-Shafi'i (149-204AH) who was a student 
of Imam Malik, and is thought by some to be the most distinguished of all jurists, he 
was famed for his modernization and balanced judgment. and although he respected 
the traditions, he examined them more critically than Imam Malik did. Followers of 
the Shall i school today are found predominantly in South-east Asia and as the focus 
of this hook is on Islamic Jurisprudence in that region, it is the Shati'i school that 
primary concerns us here.24 
Each of the schools is considered to be a full "M-tujtahid" and is supposed to have its 
own system of theory and application of laws. They have all been regarded as "orthodox" 
and they have considered one another as such. Ho\\ever, the diversith of views as presented 
by the different Fiqh schools provide us with a system of built-in flexibility in interpretation 
and application of Fiqh. which is the body of legal prescriptions concerning human affairs 
derived from the Shari'ah a generic name given to the complete collection of religious truths 
taught by the Prophet (PRI IH).' 
24 
Angelo M. Venardos, No.3, pp.31-32. 
Z5 Muhammad Abdul Mannan, No.7, p.38. 
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3.6 Interest (Riba) 
Shari'ah ordains that a creditor's demand for an increase on capital over or aho\e 
the principle in lieu of time, as a condition for extending credit, is Riba or interest, and 
strictly prohibited. The prohibition of interest is absolute; it does not matter whether the 
stipulated increase on capital is high or low, simple or compound. taken for personal or 
private, productive or consumption purpose. The rulings on the prohibition of interest are 
mentioned in holy Quran and also well-proven from the Prophet Mohammad (PBUH}'s 
traditions.' 
,h 
The Holy Quran has warned the swallower of interest with such a force and rigour 
that it is not to be found in the case of other sins and faults. The words of the Holy Quran in 
this connection are characteristic: For instance:27 
'O ye s. ho helie\e! Observe \our duty to Allah and give up «hat remain (due 
to \ou) from interest if you are (in truth) believers. And If ye do not, then he 
warned of war (against you) from Allah and His messenger. And if ye repent. 
then (let there be) postponement to (the time ot) ease; and that ye remit the debt 
as alms giving would be better for you if ye did but know." Quran II. 2, 8-280 
Beside the Iloly Quran, a number of reliable Traditions also exhibit strong 
prohibitive orders against interest. For instance: 
(1t has came down) from Jabir, may God the Almighty be pleased vvith him, 
who said: The Messenger of Allah. on whom be peace, cursed the devourer of' 
interest as also its giver, the scribe of the deed and witnesses to it, and said: 
they are alike (in the degree of sin). 	 (Muslim) 
3.6.1 Definition of Interest (Riba) 
Alter knowing this severe verdict of the Qur'an and the Sunnah against Riba, it is 
necessary to determine what it really stands for. The three-letter past-tense root of the term is 
26M. Mansoor Khan and M. Ishaq Bhatti, Developments in Islamic Banking the Case of Pakistan (New York: 
Palgrave Macmillan, 2008), p.20. 
77Anwar igbalQureshi, Islam and the Theory of Interest (New Delhi: Idarah-1 Adabiyat-t De41i, 2009), P.45. 
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Arabic erh "raha". literally means increase. addition. expansion or growth.''' Shari'ah 
scholars ha'e used the term Riba in three senses one basic and t% %o Subsidiaries. In its basic 
meaning Riba can be defined as "anything (big or small), pecuniary or non-pecuniary, in 
excess of the principal in a loan that must be paid by the borrower to the lender along %% ith 
the principal as condition, (stipulate or by custom), of the loan or for an extension its 
maturity. This is called Riba al-Qardh or Riba al-Nasa. It is also referred to as Riba al-Quran 
as this is the kind of Riba which is clearly mentioned in the Quran and is known today as 
"Interest of loans" 
However, the term Riha has a more comprehensi'.e implication and is not merely 
restricted to loans. Even though Islam has allowed the sale of goods and services, Riba may 
surreptitiously even enter into sale transaction. Hence the two subsidiary meanings of Riba 
relate to such transaction and fall into the category of Riba al-byvu (riba on sale). the first of 
these is Riba al-Nasi'ah. which stands for the increase in lieu of delay or postponement of 
payment. The second is Riba al fadl, which relates to the purchase and sale of commodities. 
AS mentioned in the definition of Riba given above is Riba. Such additional payment 
in modern terminology is known as interest. Thus Riha and interest are the same. I he 
equivalence of Riba to interest has al%kays been unanimously recognized in Muslim history 
by all schools of thought. this without an\ exception. 
3.6.2 Interest and Usury 
Calling usury or Riba by the name of "interest" \\ill not change its character since 
interest is nothing but an addition to the borrowed capital, which is usury in both spirit and in 
18Muhammad Umer Chapra, Towards a lust Monetary System (UK: The Islamic Foundation, 1986), p.55. 
29Mabid Ali Al-jarhi and Munawar Igbal, Islamic Banking: Answer to some Frequently Asked Questions 
(Jeddah. Islamic Development Bank, 2001), pp.9-10. 
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the Islamic code of laN\•. Thus Interest and Riba are same in Islamic law, but in modern 
economic terminolog'. the interest and usury are not synon\m: 
Interest: "Interest is a tee paid by a borro\~er of assets to the owner as it form of 
compensation for the use of the assets. It is most commonly the price paid for the use of 
horro\\:d mom.\. or nione\ earned h\ deposited tuna;": 
I 1ur.: "Practice of lending money at exorbitant interest especial l\ at higher interest 
than is allowed b\ law." ' 
Thus. in Islam. as an excess over the principal is Riha, it covers usury and interest 
both. -)'herefore. it cannot be contended that Riba applies to usury or lending of money at an 
exorbitant rate which is cruel, while interest at a low rate is allowed, nor can there be am 
distinction between the interest for productive purpose and the interest for non- productive 
purposes. 
3.6.3'l'ypes of Interest (Riba) 
There are two types of Riba: Riha al-fadl and Riba al-Nasi'ah 
. Riha al-Fadl: is affected by an increase of traded set of goods over its compensation 
without arn) determent. This type of Riha comes into effect only if the two 
compensations are of the same genus (Ribawi product) in different quantities. 
?. Riba al-Nasi'ah: Where one of the two compensations is increased because of 
deferment, with no other form of compensation for that increased. This type of Riba 
conies into effect regardless of whether the traded goods are of the same or of 
different genera. and whether they are traded in equal or different amounts. 
30Arthur O'Sullivan, Steven M Sheffrin, Economics: Principles in Action (U.S.A. 2003), p.261. 
31Oxford Dictionaries 
32M. Muslehuddin, Banking and Islamic Law (New Delhi: IdaraIsha'at-c-diniyat, 2007), pp.125-126. 
33Wahbah AI - Zuhayli, Islamic Jurisprudence and Its Proofs, Financial Transactions in Islamic Jurisprudence 
vol. 1, (Damascus Dar-al Fikr, 2007), p.314. 
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3.6.4 Division of Interest (Riba) 
In general. Riha is divided into t~'o categories: 
1. Riba Qurui/r is Riba that occurs through debt/loan. 
2. Riba Bm ur is Riba that occurs through trade. 
Riba Qurudh ('um:vpt: 
Riha as practiced h% the Arab Jahili%ah came in a 1c\\ form,. \\ hen the %e e t>t 
prohibition of Riha was introduced, the practice of Riba was still being carried out. Riba 
Qurudh in\olves lending money and imposing interest. Among the forms of Riba practiced 
are as tiollow s: 
a) [he debtor borrows a certain suns for a certain period according to the agreed terms: 
the debtor must pa' back more than the capital sum or loan: 
b) A creditor gives a periodic loan and earns monthly interest. The land/capital suns lasts 
until the period ofexpir\. Upon expiry. if the debtor tails to pay back the capital sum, 
the period to pay back will be extended. The creditor will continue collecting interest 
until the new expiry (late. 
c) A trader sells his product with payment deterred to a specific period. It the buyer fails 
to pa \ within that period, the period will he extended by increasing the interest on the 
product price. 
Riba BuN u Concept: 
Riba Bu a occurs in the trading of Ribaw i products as stated by the Prophet (Saw) in 
I ladith: 
"Exchange gold for gold, silver for silver, grain for grain, barley for barley, 
dates for dates. salt for salt in the same amount and of the same type and 
must be handed over in an ae)d ceremony. If what you ha\e exchanged 
differ in type, you can trade according to you Wishes but it must he done 
on the spot." 
(Muslim) 
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It covers two type of Riha; Riba Nasi'ah, trading in which the settlement is deferred 
and not done on the spot and Riba fad] which mean unlawful excess gained in any exchange 
of Ribawi product. Based on the I hidith above, Islamic jurist have set down specific 
conditions for trading Ribawi products with similar Illah (reason) and type. Exchange must 
be of the same weight or measure; and Settle on the spot and handed over in an Ayd 
ceremony.-  a 
3.6.5 Reasons of Prohibition 
The Islamic rationale for the prohibition of Interest (Riba) is the exploitative nature 
of interesI. Interest-based transactions violate human's birthright — free sc ill. n%eresl-b'esed 
consumption loans are taken out by the poor in times of hardship. Charging interest on such 
loans is sheer exploitation of the poor. which further aggravates social and economic 
disparities in the policy. Commercially based lending holds the borrower solely responsible 
for bearing all risks and losses and repaying the principal and accrue interest to the lender" 
Interest also has many adverse conscyaences for the economy. II results in inefficient 
allocation of society's resources, and contributes to the instability of the system. In an 
interest-based system the major criteria for the distribution of credit is the credit-worthiness 
of the borrower. In a sharing system the productivity of the project is more important. 
Therefore, the finances go to more productive projects. In this way, instead of resources 
going to low-return proiecls for burrowers with better credit-worthiness, bank lording is 
more likely to flow to high-return projects even if the credibility of the borrower is 
somewhat lower.31  
Why does Allah permit trade and forbid interest'! What is the difference between the 
two? 1 he difference is that profits are the result of initiative, enterprise and efficiency. They 
31Suruhanjaya Sekurity, N04, pp.97-98. 
35M. Mansoor Khan and M. Ishao Bhattl, No. 26, p.21 
36Munawar Iqbal and Phillip Molyrieux, Thirty Years of Islamic Barrking, History, performance and prospect 
(New York: I'algrave Macmillan, 2005), pp.10-11 
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result after a definite value-creating process. Not so with interest. In the case of interest you 
kno%% sour return and can be sure of it. In the case of profit you ha %e to work to ensure it. ,7  
The final reason is that the Holy Quran which is the highest authority on Islamic La%\ 
lass down clear and unambiguous orders against all Riba transactions. It is not necessar\, 
therefore. that reasons must be advanced lur order enjoined in it.'s 
3.7 UncertaintN (Charar) 
Another strictly prohibited condition of sales transactions is Gharar, or deception. In 
tact, calling a transaction Riha-free implies that it is also Gharar-free. The word is derived 
from the Arabic root word Ghoroor, meaning arrogance and deception. j4  
A good translation of Gharar is \risk" or uncertainty". Another definition that is more 
attuned to modern economics as given by the late Professor Mustata Al-Zarclaa. He defined 
the forbidden Gharar sale as "the sale of probable items whose existence or characteristics 
are not certain, the risks nature of t hich makes the transaction akin to gambling.'' 
3.7.1 The Prohibition of l ncertainty (Charar) 
7 .he Quran lass the foundations for fair business dealings, stipulating that contracts 
must fall' disclose all aspects and specifications of the items involved in the transaction: 
6:159... "give measure and weight ith (full) justice: —no burden do We 
place on any soul. but that which it can bear: —whenever \e speak, speak 
justl\, e' en if a near relative is concerned: and fulfill the covenant of God. 
Thus loth He command you that ve ma' remember" 
There are numerous Fladith forbidding Gharar Sale and specific instance thereof for 
instances: 
- 'the Prophet ( I'131: F)) has forbidden the purchase of the unborn animal in 
its mother's womb, the sale of the milk in the udder without measurement, 
37Shaikh Madmud Ahmad, Economics of Islam, A Comparative Study (New Delhi: Idarah-Aadabiyat, 1947), 
pp.31-32. 
38Anwar lqbal Qureshi, No.27, pp.53-54. 
39Yahia Abdul-Rahman, The Art of Islamic Banking and Finance (New Jersey: John Wiley & Sons, 1944), p.43 
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the purchase of spoils of war prior to their distribution, the purchase of 
charities prior to their receipt, and the purchase of the catch of a diver." 
All such cases involve the sale of an item which may or may not exist. In such 
circumstances, to mention but a few, the fish in the sea rna never be caught. the calf may be 
still-horn. and the fruits ni,r never ripen. In all such cases. it is in the best interest of the 
tradinz parties t he \ er' slpcc tic about what is heine sold and tier \g hat price. 
3.7.2 Kinds of Gharar 
In fact there are on( two ingredients of the contract; subject matter and price. A state 
of contract comprising upon an uncertaint\ \\ ith regard to both of the two or anyone of them 
will be considered as Gharar. If we consider upon a sale-contract ice can realize that the 
contract can consist upon six t\pes of Gharar. 
I. Uncertaint\ relating to the existence of thin- —sold. 
2. Uncertainth relating to the possession of thing-sold. 
3. Uncertaint\ relating to the thing-sold itself. 
4. Uncertainty relating to the price itself. 
5. Uncertaint\ relating to the payment of price. 
6. Uncertaint> relating to both thing-sold and price. 
11 appears by a thorough examination of all these six categories that Gharar is 
available in the last four kinds, either in both things-sold and price or in one of them, as all of 
them consisted upon Jihalat (ignorance).' 
3.7.3 Form of Gharar Transactions 
Siddiq al-Darir an eminent modern scholar of Shari'ah has given a detailed list of 
transactions that involve element of Gharar. Gharar, in his view. sometime relate to the form 
of contract and sometimes to its subject matter. 
40Mahmoud Amin EI-Gamal, A Basic Guide to Contemporary Islamic Banking and Finance (Houston: Rice 
University, 2000), p.6. 
41Maulana Ejaz Ahmad Samadani, Islamic Banking and Uncertainty (Karachi: Darul Ishaat, 2007), pp. 15-16. 
fttS5 
107 
1-Gharar or L nccrtaints Relating to Si;hah (Form) of Contract: 
The transactions belonging to this categor\ are as follows: 
I. 7'~.o Sales in one: fwo sales in one means that a single contract relates to to 
sales, such as ,ay it buyer "1 sale you this commodity 400 rupees on cash and 
hundred and tilt\ on credit' without indeterminac\ of the price. Thus the seller 
does know at which price the buyer will buy the object. 
2. Earnest money (Aurbun) Sale: It is a sale in which a person buys an item and 
pa\ s a certain amount of ntoncy in advance to the seller on condition that it' the 
transaction is completed the ad'ance v III be adjusted and if the bargain is 
cancelled the seller will not return the advance. 
3. Contingent Sale: it is contract that is contingent upon a condition e.g. "I sold you 
nl\ house it A sold his house to me". The Gharar at work behind this contract is 
that it is contingent upon the happening of an uncertain future event. 
4. Contract effective from future date: It is a contract, which conies into et'fect at 
SOnIc lirture Uate. 
I1-Gharar and Uncertainty Relating to Subject-Matter: 
Ibis is of the fullo lug eight t'hes: 
I. l ncertaintN regarding the genus of the object: It is where a person says to 
another. "f sell 'ou an item for ten", and does not specify the object to sale. 
2. l ncertaint regarding the kind of the object: The seller tells the buyer: "I sell 
\ ou an animal at such and such price", without indicating the kind of animal. 
3. Uncertainty regarding attributes of object: It is \\here the necessary attributes 
of the object ol'the sale are not described. 
4. Uncertainty regarding the quantity of the object: The knowledge of the 
quantity of object is necessary for alidity of sale. 
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5. Uncertainty regarding specification of object; Such 2s in the sale of piece of 
cloth out of bulk without specifying one of them in particular. 
6. Uncertainty regarding the time of performance: If the sale is on credit i.e, on 
deferred payment basis, the time of payment should be made known to the cellar. 
7. Uncertainty regarding the existence of object: This is another form of Gharar, 
which relates to non-existent commodity such as sale of what this animal will 
produce. 
Uncertainty regarding delivery of object; Inability of seller to deliver the object of 
sale to the buyer also forms Gharar, which invalidates the contract.42 	 - 
3.8 The Contract (Aqd) 
^Aqd " is synonymous with the word ' contract found in modern law- It is of 
common occurrence in Islamic legal literature. tt implies obligation arising out of mutual 
agreement. The literal meaning of the word Aqd is to joins" and to lie'. The term Aqd has 
an undcrl ing idea of conjunction as it joins the intentions and declaration of two parties. 
3.8.1 Definition of (Contract) Aqd 
to Islamic Legal literature Aqd is used in two senses i.c. general and specific, In the 
general sense Aqd is applied to an obligation irrespective of the fact that the source of this 
obligation is a unilateral declaration or agreement of two declarations. In the specific sense it 
has been defined in different mays however, the common feature of all definition is that it is 
a combination of an offer and acceptance Which gives rise to certain legal consequence. 
Some important definitions of "Aqd' in the modern senses of bilateral obligations;43 
47AI-Darir, AI-Ghamr fi al-Uqud (ledda6. IRTI, 1993.1 F0.13-30. 
43Mu ha mmd Tahir Mansuri, Islamic Law of Centraa5 and Business transaction New Delhi..Adarn Putt her 
and Distributors, 2010), pp.19-20 
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It is \%here the two parties undertake obligations in respect of an\ matter. It is 
affected by the combination of an offer (Ijab) and acceptance (Qabul)".44 
3.8.2 Elements of ('on tract (Ayd) 
A contract comprises the following elements: 
a. The existence of two parties who must be capable of entering into contracts, i.e. the) 
must be stature and sane. 
h. An offer (Ijab) and acceptance (Qahul). 
c. A legal (Shari'ah) basis of union between the two declarations. 
d. The contractual obligations. 
e. And free from all prohibited factor. 
The essential elements of a contract are threefold and if these elements are not found 
proper]\. the contract is invalid: 
• I lie turns. i.e. oiler and acceptance (Sighah): 
• I he subject matter (Ma'qudAlayh); 
• I he contracting parties (Agidain).4;  
Offer (Ijab) and Acceptance (Qabul): Form of the Contract 
ljah has been defined as "a declaration that is made first with a view to creating an 
obligation, while the subsequent declaration is termed tlabul." Offer and acceptance can be 
conve%ed by spoken '\ords, in writing or through indication and conduct. ('ondition 
necessary for Sighah (form), as stated earlier, the Sighah (form) comprises an offer (Ijab) 
from one part\ and an acceptance (gabul) from the other. Muslim jurists, however, have laid 
clown certain condition for otter and acceptance without the fulfillment of which the contract 
cannot be concluded. These conditions are: 
a) Conformity of the offer and acceptance on the same subject matter: and 
44Commission of Ottoman Jurists, Majallat al-Ahkam al-Adliyah (Istanbul: Art, 1930) p.153. 
45Muhammad Ayub, No.9, p.106. 
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h) Issuance of the offer and acceptance in the same session (Majlis)46  
The Subject Flatter (Ma'qudAlay'h) 
I he subject matter of a contract may include the object of the contracts, a conlnlodit) 
of performance of an act. Detailed conditions in respect of subject platter in various types of 
contracts are different. but on the whole; the subject platter should be existing/existable, 
valuable, usable. capable of ownership/title, capable of delivery/possession. Specified and 
quantified and the seller must have its title and risk. If a nonexistent thing is sold, even with 
mutual consent, the sale is void according to the Shari'ah. The commodity, service or 
performance must not include things prohibited b\ the Shari'ah like wine, pork and 
intoxicants. It must be ritually and legally clean and permissible. Legality of the subject 
matter requires that the commodities should he owned by someone. It also requires that it 
should be free from legal charges. Thus, an asset mortgaged with a creditor cannot he sold 
until redemption of the asset upon payment of the debt. The subject matter should fulfill the 
objective of the contract. Thus, public roads and parks cannot be the subject of it sale 
contract because these are meant for the benefit of the public and not for individuals. The 
subject natter Should not be harmful to the contracting parties or the public in general. As 
such producing and trading in intoxicants like heroin, etc. is not a valid subject for 
contracts. 17 
The Contracting Parties (Aqidain) 
A basic requirement for conclusion of a valid contract is the necessity that the 
contracting parties should be qualified to enter a contract. Thus, such parties are required to 
possess legal capacity (Ahliyyat) for this purpose. The requirement for Ahliyyat-al-ada is 
16Muhammad Tahir Mansuri, No.43, pp.25-33. 
47Muhammad Ayub, No.9, pp.108-109. 
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reason and discretion. The method to check whether a person possesses faculties of reasons 
and discretion the law gi er has associated such powers ith pubert\. 
Complete ('a pa city 
Complete capacity is established for a human being hen he attains li►II mental 
development and acquires the ability to discriminate. Thus. the requirement of this capacity 
is reason (Agll and discretion (Rusdl. This standard is puberty. The sign of puberty is 
ejaculation in a stale. and menstruation in a female. In the absence of these signs puberty is 
presumed to have occurred by the age of I5 in both male and female according to the 
majority of the jurist and at 18 years for male and 17 years for a lirmale according to Imam 
Abu Hanifah."' 
3.8.3 Circumstances which Affect the Legal Capacity of a Person 
1. Junun (Insanity): "Junun is the mental derangement \0hich. except in rare cases. 
pre\-cnt, a person from and dispositions utterances 
?. Atah (lunacy or partial insanity) is partial or temporary insane person who acts 
sometime like a sane person and some other times like an insane person. 
3. Forgetfulness: Forgetfulness is defined as: "A circumstance that befalls a man 
ithout his volition causing loss of remember of sometime. 
4. Sati►h (Prodigall\ and Weakness of Intellect): "Safahis that weakness of intellect 
which urges a person to act \\ith respect to his property contrary to the dictates of 
intellect with the non-existence ofinental disorder." 
5. Death-illness (Mlarad al-Mlawt): " Death-illness is that form of illness from which 
death is to be apprehended in most cases, and illness which disables the patient from 
looking after affairs outside his house if he is a male, and the affairs within her home 
48Muhammad Tahir Mansuri, No.43, pp.47-49. 
49Zaydan, Abdul Karim, AI-Madkhal li Dirosah al-Shariah al-lslamiyyah (Beirut: Mu'ssasah al-Risalah, 1982), 
p.317. 
'0Hasan, Al-Hukum al-Shari inda al-Usuliyyin (Dar al-Nandah al-Arabiyyah, 1972), p.186. 
sl Amir Badshah, Taysir al- Tahrir (Cairo: Mustafa a(-Sabi at-Halabi, 1351AH, Vot.2), p.300. 
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if she is female, provided the patient dies in such condition before a Near has 
passed.-4 
6. Intoxication : Intoxication is a condition, which overtakes a man on account of taking 
an intoxicant, and along with it his intelligence remains suspended, being neither lost 
nor diminished.` 
7. Taflis (Bankruptcy):. person is considered bankrupt when his debts exceed his 
assets, and court on the demand of his creditors passes a prohibitory order restraining 
all alienation bN him, and directs the sale of his property for the benefit of his 
creditors. 
8. Coercion: coercion is to compel a person v ithout having such a right, to do a thing 
\~ithout his consent or through fear. It is also defined as an action directed against a 
person, who suppresses his true consent.' 
>a 
These are certain factor, which impair legal capacity of a person and prevent him 
from concluding contracts and making disposition in his property. 
3.8.4 Tvpes of Contract 
The Muslim Jurists classify contracts into Sahih (Valid), Batil (Void), and Fasid 
(voidable or irregular) contracts with regard to their legal validit>. 
Valid or Sahih Contract 
The Sahih contract is said to be concluded \v hen all its element are tbund, the 
conditions of each element have been met and it also possesses such attributes of extrinsic 
nature which the law takes notice of." 
52 Ahmad Hassan, Principles of Islamic Jurisprudence (Islamabad: Islam Research Institute, 1993), p.323. 
53Hasan, No.50, p.204. 
54 Muhammad Tahir Mansuri, No.43, p.59. 
55Madkur, ol-Madkhal Ii al-Figh ol-Islami (Cairo: Dar al-Nandah al-Arabiyah, 1960), p.601. 
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Irregular or Fasid Contract 
The Fasid (irre ,ular) contract is that 	hose elements are present (otter and 
acceptance) and all the essential conditions are complete. but an external attribute attached to 
the contract has been prohibited h the Lawgiver. The contract is legal as regards its us! but 
it is proper as the wasf'is prohibited. 
Void or Batil Contract 
(_'ontracts that Flo not tirltill the conditions relating to otter and acceptance. Subject 
matter. consideration and possession or delivery, or involve some illegal external attributes 
are considered void (Batil). In other -Nords. it major conditions relating, to the torm of the 
contract (acceptance does not conform to the otter. or the offer does not exist at the time of 
acceptance. etc.). parties to the contract (sane and mature). possession and deliverabilit% of 
the subject matter are not tultilled. the contract is Batil.' 
3.8.5 Classification of Contracts 
I he modern Muslim jurists have classified contracts from various perspectives to 
facilitate understanding. One classification is according to their function and purpose and the 
other is according to their time of completion. 
Classification according to function of contract: 
1. Acquiring of Ownership (Al-Tamlikat) 
this relate to the acquiring of o nership of properties or the rights to the benefits of 
properties. The contracts in this group are further sub-divided into two sub-groups, 
namel%: 
a) Contracts of Exchange (t'qud al Nluawadhat) 
In contracts of exchange ownership is acquired by exchange such as sale, hire. 
money changing, compromise. partition, sale by other and the like. In such 
contracts there is an exchange between the to parties. 
56Zaydan, ol-madkhal Ii dirosat al-shariah al-Islamiyyah (Beirut: Maktabat al-Quds, 1982), p.366. 
57 Muhammad Tahir Mansuri, No 43, pp.87-89. 
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b) Contract of Charitiv (Uqud al-Tabarruat) 
In contract of charity. a property is acquired without an exchange such as gift, 
alms. endo~rment. benevolent loan (,Al-Qard al-I lasan) and assignment ofdebt.'s 
2. Isglatat (Contracts Extinguishing Right): 
The object of such acts and contracts is to extinguish established rights. F he may be 
with consideration and without consideration. The example of first kind are divorce 
without consideration, manumission, remission of debt, withdrawal of the right of 
shuta'ah (pre-emption). whereas the divorce for consideration and accepting blood 
money instead of visas are the examples of second kind. 9 
3. Al-Itlayat (Permission) 
l hip kind of contract includes gi\ ing total responsibilit\ to indi ideals. firms or 
agencies in the appointment of' governors and judges: giving a person who is 
dispossessed of the power of administration, permission to administer his property, or 
giving permission to a minor to carry on trade; and the appointment of a nominee to 
take care ofone's children after death."" 
4. ;Al-Tagvidat (Contracts RestrictiNe Of The Rights of Others) 
The principle feature of' these contracts is to restrict the liberty of a person and 
prevent him from the right of disposal and use of property such as preventing insane. 
lunatic. minor, and insolvent person from dispositions.`'' 
5. AI-Tauthigat (Security) 
Thee contracts are meant to secure debts for their owners and guarantee creditors of 
debts owing to them. These are guarantee, assignment of debt and mortgage. 
58Khiyar Abdallah Khiyar, No.1, p.179. 
s9 Muhammad Tahir Mansuri, No.43, p.175. 
fi0Angelo M. Venardos, No.3, p.55. 
61 Muhammad Tahir Mansuri, No.43, p.176. 
62Khiyar Abdatlah Khiyar, No.1, p.180. 
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6. :1l-Ishtirak (Partnerships) 
l he,)e contracts relate to sharing.: in projects and profits. The-, included al-Mudarabah, 
where a person gives an amount of mone\ to another to trade or invest with the 
condition that the\ share in profit while the loss is borne by o\\ ner of the capital. 
The\ also included partnerships involving; the cultivation of' land and taking care of 
trees. 
7. Al-llifz (Safe Custody) 
Contracts in this group relate to keeping property safe for its owner and include some 
of the functions of agency.`" 
13- Classification of Contracts with Regard to Time of Completion: 
Having regard to time of completion, the Muslim jurists have divided contracts in to 
the following three kinds. 
1. Al-Aqd al-Munjaz (Contract Immediately Enforceable) 
It is a contract. rhich uncondlitionall' becomes complete after the offer is accepted 
and its consequence in the tbrm of obligation ensue immediately.° ' 
2. .Al Aqd al-Mudaf Ii al-Mustaqbal. (Contract Effective From Future Date) 
Such contract is not alid according to majorit' of the jurists since the) hold that the 
effects should ensue immediately without an delay. 5 
3. Al- :~qd al-Mu allaq (('ontingent Contract) 
It is a contract. N%hich is contingent upon happening of an uncertain event. Such 
contract takes effect on the happening of contingency. According to the majority the 
contingent contract are void especiall> \\hen the\ belong to the class of commutative 
contracts such as sale and leasing.Ci6 
63Angelo M. Venardos, No.3, pp.55-56. 
64Madkur, Mohammad Salam, AI-Madkhalli al-figh al-Islami (Cairo: Dar al-nandah al-Arabiyah, 1960), p.611. 
65Darir, Muhammad Siddiq, al-Ghararfi al UqudwaAthruhu fr al Tatbiqat al-Mu asirh (Jeddah: Islamic 
Development Bank), p.19. 
66Muhammad Tahir Mansur, No.43, p.182. 
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3.9 Specific Contracts 
3.9.1 Contract of Sale 
The contract of sale is one of the most important contracts for the exchange of goods. 
It is defined as "an exchange of a useful and desirable thin, fur similar thing by mutual 
consent in a specific manner""7 some jurists have added the words "tor the alienation of 
propert\". Thus the complete definition of sale will be as follows: "Exchange of useful and 
desirable thing for a similar thing by mutual consent for the alienation of property with 
mutual consent". 
Definition of Mal (Subject-Matter) 
According the Hanafi School, mal is that which is desired by the people and stored 
for use at time of need.ba It does not treat benefits and incorporable rights as mal. The Shafi'i 
.jurists on the other hand include benetits in the definition of mal. To them the sale contract 
contains both transfer of o%%nership in goods transfer of ownership in benefits.69 
Classification of Mal 
Propert% has been classitied in different ways: 
1. M vabke and Immovable 
2. Fungible or Similar (Mithli) and non-Fungible or Dissimilar (Qimi) 
3. Determinate (Ayn) and Indeterminate (Dawn) property 
Conditions for Validity of Sale 
1. Contracting parties should possess legal capacity necessary for concluding contract. 
i.e., they should be competent to conclude the contract. 
67Kasani, Bodo i al-Sans 1, vol.5, p. 133: Ibn al-HumamFath al-Qadir vol.5, p.73. 
b8IbnAbiden, Radd al-Muhtar vol.4, p.3. 
69Shirbini, Mughni al-Muhtaj vol.2, p.3. 
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2. The commodity should he anything in which transactions are permissible in the 
Shari'ah. This means that it Should be a pure substance ritually and legally clean. 
3. The merchandise must be either in actual existence or it should be capable of being 
acquired and delivered to a bu'.er in the future. 
4. The transactions. which involve an element of oncertainl' and risk with regard to the 
existence and acquisition of subject matter, are forbidden in Islamic 
5. Goods should be owned by someone. If one sells something bethre acquiring 
ownership, such sale is in\alid. The pious endowment (\vagt) or public properties are 
also excluded from being the subject matter or sale contract. 
6. The item should be possessed b\ the o%\ ner. It is a necessary' condition so that he is 
able to deliver it to the purchaser in the e\ent of the sale contract. 
7. The item of sale should be known to the contracting parties. I his requires that their 
subject-matter should be ascertained. 
8. Consideration ma' be deferred to a fixed future period but it cannot be suspended on 
an event the time of the occurrence of which is uncertain. 
9. The sale contract should be absolute and not contingent upon a htture event. 
10. The sale must be instant. The majority of the jurists are of %ieww• that sale contract 
must come into effect immediately on the conclusion of' the contract. Its effects 
cannot be postponed to a future date. 
Kinds of Sale "Transactions 
Follo\\ in, are important kinds of sale in Islamic Law. 
1. Muqavadah: the sale of goods for goods. or barter trade. 
2. I3ay Mutlaq: the sale of goods for money. 
3. Sarf: the sale of money for money or money changing. 
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4. Salam: this is a sale in which the price is paid in advance and the articles are 
delivered on a future date. 
5. Istisna: A Contract of vlanutacturing. 
6. Mlurabahah: In such a transaction the vendor sells an article for the cost price in 
addition to a certain stated profit. 
7. Bad a-IuajjaL Credit sale or sale on deterred payment basis.'" 
3.9.2 The Loan Contact 
Loans are generall\ similar to sales. since they involve the exchange of 
properties.`' Some of the jurists argued that loans are a subcategory of sales. Howwcver, Al-
Qarati listed three differences between loans and sales. Three legal violations are tolerated in 
loans but not in sales: 
1. Loans may be made with goods eligible for Riba. This violates the rules of Riba. 
2. For goods not eligible for Riba, loans, may be concluded \\ here it known is traded in 
exchange for an unknown, which is violation of the rule of Muzabanah. 
3. For fungible goods. loans may involve selling which is not in the seller's possession, 
which is not permitted in sales. 
Those three rules are observed in sales but relaxed in loans. 'I- he reason for this 
relaxation of the rules for loans is to facilitate charitable behavior. In this regard. loans are 
permitted as a form of charity, where the lender gives up the usage of the goods for the 
period of the loan. This is also why loans are forbidden ii they do not serve such a charitable 
cause. e.g. if the lender gets some benefit out of extending the loans. 72  
70Muhammad Tahir Mansuri, No.43, pp.188-195. 
71Al-kasani (Hanafi), Badai AI-Sanai, vol.7, p215. 
72 Al-Qarafi (Maliki), AI-furuqMatbaat AI-Babi Al-Halabi, vol.4, p.2. 
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Defining Loans 
The Arabic term for loans. "Qard". literally means "cutting-.off a portion". signifying 
that the person extending the loan is giving the borrower part of his property. It is also called 
"Salat', meaning "advance". to signify that the amount of the loans is extended at some 
point with the expectation of repayment at the later time. 
Legality of Loans 
Loans are permissible based on Sunnah. as well as consensus of the Muslim 
Comnlunih." In this regard. it was narrated on the authority of Ibn Masud that the Prophet 
1I'13UH) said: Every two loans extended by a Muslims to another count as one charitable 
pavmcnt'. Thus. loans are this highly recommended (Niandab) for the lender. and 
permissible for the borrower, based on the above listed Hadith. 
Contract Parties and Language 
The lender must have the right to deal in the property (e.g. through sales). This 
follows since it invokes transtirrring property from one human to another, thus requiring an 
offer and acceptance in analogs to the cases of sale and gift contracts. The verbs used in the 
offer and acceptance may invoke the terms "Qard" or "Sala(" (loans or advance) or anything 
that carries the meaning. 
Objects Eligible for Lending 
I he \lalikis, Shali is. and Hanahalis ruled that loans are permissible for all ,goods 
eligible for for and sale (Salam) for all properties that can be established as a liability on the 
borrower. This includes goods measured h\ volume and weight (e.g. gold. silver, and 
foodstuffs), or non-fungibles (e.g. animals, tradable goods, etc.) 
73lbnQudamah, At-Mughani, (Beirut: Dar At-kutub Al•llmiyyah), vol.4 p.179. 
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Summary of Validity Conditions 
1. Loan- must be concluded through the appropriate language of offer and acceptance. 
2. The lender and horro%%er both be of legal age and have the mental faculties that 
makes him eligible to give charity. 
3. The Hanati's require that the lent goods be fungible. 	hile the majority of jurists 
permit lending of an goods that ma\ be established as a liability on the borrower 
(including non-tungihles such as homes and animals. etc.) 
4. that the lent amount is kno\\n (in terns of volume, weight. number, or size). so that 
repayment of its legal is possible.14 
3.9.3 The Leasing Contract 
1 he \\ord l/arcrh literall\ means to give something on rent. In the language of laws it 
means of some object to somebody in return fir some rental against a specified period. The 
word Ijarah is used for to different situations. In the first place. it means to employ the 
services of a person on wages given to his as consideration for his hired services. '(he second 
type of Ijarah relates to the usufructs of asset and properties. and not to services of human 
hein.. Ijarah in this sense means to transfer the usufruct of a particular property to another 
person in exchange fur a rent claimed from him. 
Feature of Ijarah 
1. I he purpose of' Ijarah contract is alienation of usufruct unlike contract of sale. which 
aims at alienation of propert}. 
2. The benefits to be derived should be kno~~n and specified. 
3. The benefits, which are the subject matter of contract, should he permissible in the 
Shari'ah. 
'4Wahbah AI-Zuhayli, No.33, pp.370-375. 
75Muhammad Taqi Usmani, An Introduction to Islamic Finance (New Delhi: Idara Impex, 2010), pp.156-157. 
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4. The rent or compensation should be specified and lined. 
5. The period of euntract should also he specified in the contract. 
Legitimacy of ljarah 
The le~alit\ of ljarah is established h' the Quran. the Sunnah and Ijma. 
Q  ran 
	
I. 	:\llah says: "And if the suckle your (offspring) `rive them their recompense".'`' 
1I. 	"Said one of the (damsels): "0 my father: engage him on wages. Truly the best of 
men for thee to employ is the man who is strong and trusty".77 
Sun nah 
I. 	Said the Holy Prophet (SAW). "Give wages of the person hired before his sweat dries 
up. 7 
11. 	If someone hires a person. let him inform him about the \N ages he is to receive''.' 
Ijma 
All the companions of the Holy Prophet (SAW) unanimously held that Ijarah is it 
lawful contract. The\, themselves (practiced all lawful Corms of this contract. 
Kind of Ijarah 
There are two main kinds of ljarah, namely ljarah al-Ashya and ljarah al-Ashkhas. 
I. ljarah al-Ashya refers to hiring of things such as houses, shops. lands, animals and 
beasts etc. this is also kno\\n as ljarah al-ayn. 
2. Ijarah al-Ashkhas refers to hiring of services, such as to hire a painter to paint a 
house. This kind is also called Ijarah al-dhimah.5" 
76 Qur'an, 65:6. 
"Qur'an, 28:26. 
eSan'ani, Muhammad Ibnlsma'il, Subul al-Saturn (Beirut: Dar al-Fikr, 1983), vol.3, p.81. 
yShawkani, Nail al AowtarsharhMuntaga al-Akhbar (Cairo: Matba'ah Mustafa al-Halabi, 1982), vol.5,p.292 
80Al-jazin, Al-Fighala al-Mandahib al-arba'ah (Beirut: Dar Ihya al-Arabi, 1963), vol.3, p.110. 
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3.9.4 The Deposit Contract 
The term "Deposit" is used to describe both the deposited object, as well as the 
contract of depositing an object with another. i.e. giving the object to another for safe 
custody. Shafi'is and Malik'is defined the contract giving another person an agency (Tawkil) 
for safekeeping one's property or legal possession.` 
I.egalily 
The deposit contract is permissible, and recommended, with proofs based on Quran. 
Hadith. and consensus: 
Quran: "Allah commands you to return trusts to those to whom they are due"14:58], 
and 
And if one deposit a thing or trust with another. let the trustee discharge his trust" 
12:283]. 
Iladith: Prophet (SAW) said: 'Return trusts to the one who entrusted you, bitt do not 
betray the one %\ ho betra\ed you". 
Consensus: Jurists throughout the Islamic history have agreed that the deposit 
contract is permissible. based on the need (nay. necessity) of asking other to hold one's 
property tier satekeepin 
Deposit ('ornerstones and ('onditions 
The majority of jurists enumerated four cornerstones: 
(i-ii) Depositor and Depositary. 
(iii) Deposited Object. 
(is ) Contract language (oli'er and acceptance) 84 
81At-khatib Alshirbani (Shaftis), HoshiyatAl-bijirmialasharh al-lgna (Egypt: Matba at Al-babi AI-Halabi), vot3, 
p. 79. 
82Shawkani, No.79, p.297. 
83lbnQudamah, No.73, vol.6, p.382. 
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The depositor and depositary must be sane and discerning, thus restricting the insane 
and young children from making or receiving deposits. The object of deposit must be a form 
of propert% that can be possessed physically. Thus. deposits of runawa\ animals or birds in 
the sky are not 2uaranteed by the depositary. 
Status of Deposit Possession 
Jurists of all schools are agreed that safekeeping of deposits is recommended. and 
that the depositary receives religious credit for his satekeeping efforts. Moreover, they all 
agreed that the possession of a deposit is a trust possession. and that the depositary only 
assume guaranty it' the deposit is adversely affected due to his negligence or transgression. 
This ruling is based on the Hadith: The non-transgressing depositary does not guarantee the 
deposit'. sh 
'Termination of a Deposit 
. Return of the deposit to the depositor.'. hether the latter requested it or not. 
2. Death of the depositor or the depositary terminates the contract, since they are the 
only two parties to the contract. 
3. It either depositor or depositary lalls into a long-term coma or becomes insane for an 
extended period of time. he would lose his etiaibilit\ to continue the contract. 
4. if legal restrictions (hajr) are imposed on the depositors (due to mental incompetence) 
or on the depositary (due to bankruptcy). 
5. If the depositor transfers ownership of the deposit to another (through a sate or gift, 
etc.) the deposit contract is terminated. 
$4AI-Dardir (Maliki), AI-Sharh Al-Kabir (Egypt: Matba at AI-Babi Al-halabi), Vol.3, p.419. 
85lbnAbidin (Hanafi), HasihiyatRadd AI-Muhtar (Egypt: Matba at AI-Babi Al-Halabi), vol.4, p.S16. 
86Narrated by AI-Daraqutni and Al-Bayhaqi in their Sunan on the authority of Am rib Shuayb, his father, and 
his grandfather 
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3.9.E The Agency Contract 
The term Wakalah literall% means "preservation" in as the delegation of one person 
(the principal) for another (the agent) to take his place in a known and permissible dealing.87 
On the other hand, the tollo%%in- more restrictive definition for Wakalah: it is the delegation 
of one living person to another of the performance of an act that permits delegation, and that 
the first person is permitted to perform himself.`` 
Cornerstones 
The jurists enumerate lour cornerstones: ( i ) principal (ii) agent. (iii) object of the 
a,1enc% contract, and (iv) contract language. 
Restricted Agency' 
I'he I lanalis and Hanbalis permitted unrestricted agency contracts, as well as agent) 
contracts that are restricted b\ some condition. For instance. they allow a principal to 
stipulate that a second becomes his agent in selling a particular item if a named customer 
were to arrive. In this case. the agent is not permitted to deal in owner's property unless the 
condition is satisfied.' 
Temporar,. Agency 
Jurist agreed that the a gene' contract Ana% specif\ a termination date. I'his follo\\s 
from the tact that agency is permitted to meet specific needs. and such need may be 
tern porary. 
Compensated .gene, 
The aencv contract can be valid with or without the agent being paid a wage. This 
follows from the fact that the Prophet's (PBUH) paid his agents for the collection of 
charities. 
87IbnAbidin (Hanafi), No.85, vol.3, p.417 
88A1-khatibAlshirbani (Shafiis) No.81, vo12, p.217. 
89 Al-kasani (Hanafi), vol.6, p.20. 
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Comprehensive Agency 
the I lanafis and Mailikis permitted comprehensive agency, or "power of attorney". 
whereb,, the agent is permitted to take all legal actions of the principal that may be delegated 
to another.90 
Legality 
Quran: For instance, an example of agency in purchasing foodstuffs is found in 
(18:19): 'No y% send one of you x%ith this money to the town: let him find out which is the 
best food and bring some to >ou'. 
lladith: that establishes the permissibility of agency. One such Hadith was narrated 
in Al-Bukhari and Muslim that the Prophet (PBI.JH) sent agents to collect the zakah (alms 
tax). Another narration also establishes that He (PBUH) commissioned Hakim ibn 1-luzam as 
his agent to buy an animal for ritual sacrifice, and his commissioning of Urwah AI-Bariqi to 
buy a sheep.`'I 
The ,Muslim nations have established a consensus on the permissibility of agency 
contracts. since individuals often cannot administer all of their affairs, and thus have a need 
to commission agents. 
3.9.6 The Assignment of Debt Contracts 
I lie Nord Ha~4alah is derived from fah il, which convey, the meaning of' shifting a 
thing from one place to another. In the language of la\% it mean, "the shifting or assignment 
of debt from the liability of the original debtor to the liability of another person' the 
purpose of I Ia alah is the pa l nlcnt of debt through the assignment of a claim. The debtor 
J0IbnAbidin (Hanafi), No.85, vol.7, p.357. 
91Shawkani, No.79, vol.5, p.270. 
J2IbnQudamah, No.73, vol.5, p.79. 
93Zayla I, Tab yin a!-Haqaiq vol.4, p.1717. 
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who transfers debt is called Muhil (debtor-assignor), the creditor Muhal (creditor-assignee) 
and ncuu debtor to whom transfer is made, Muhalalayh (transferee). 
\ alidity of flawalah 
It is narrated b\ Abu Huravrah (RA) that the llol` Prophet (PBUH) said: To e' ade 
and defer (payment of loan) on the part of a person who is rich, is tyranny. II' loan is 
transferred to it rich person he (the transferee of liability) should be pursued (for its 
payment)'•. It is narrated h-N, Ibn Umar (RA): 
"To evade and defer (payment of loan) on the part of rich person is cruelty. And if it 
(liahilit\) is transferred to a rich person, he should he followed".9 
Kind of llawalah 
Hav alah is either absolute (Mutlaq) or conditional (Muga,;yad). Absolute I lawalah 
refers to that contract where payment is not restricted to the property of the transferor in the 
hands of transferee. Hawalah is conditional when it contains a stipulation that the creditor's 
debt ma, be paid from the debt of the debtor due from the transferee or anything belonging 
to the debtor. \\ hich in possession as a security with the transferee." 
The effect of the two categories determines the validity of other classification i.e. 
I lawalah al-hail and I-lawalah-al-dyn because Hawalah al-hack is it form of Hawalat mutlad. It 
is to he noted that in Hawalat al-haq. the right of creditor in the debt due from the debtor is 
transferred to it new part\. It is against Hawalat al-dayn in which the liability is transferred to 
a new parts. 
San'ani, Muhammad Ibnlsma'il, No.78, vol.6, p.17. 
95Shawkani, No.79, vol.5, p.250. 
96Noor muhamad karkhanah, Majallah al-Ahkam al-Adiyyah (Karachi: 7ejarat-e- Kutub, 1968) p.678-679. 
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Condition 
• f-fnwalah means shifting or assignment of debt from the liability of original debtor to 
the liability of another person. 
• Alter the transfer of debt. the original debtor is discharged from his liability. 
• In absolute I lawalah, the transferee after making payment to the creditor can claim its 
reimbursement from the debtor. In restricted 1-lawalah the right of debtor to property 
v ith the transferee. ceases. 
• t1av alah resembles negotiable Instruments in that its purpose is to guarantee the 
payment of debt to the creditor. An instrument is also negotiated for the purpose of 
guaranteeing or securing the payment of loan due on a bill of exchange. 
3.9.7 The (;uarantee or Surety Ship Contract 
Literally the word Katalah means joining and merging. Technically it is defined as 
merging of one liability with another in respect of demand for performance of an obligation. 
It is defined as a contract which combines one's zimmah (liability) with another person's 
zimmah.9711 is contractual guarantee given by the guarantor to assume the responsibilities 
and obligations of the party being guaranteed on an' claims arising thereof. This principle is 
also applied in loan guarantees whereby. the guarantor assumes the liability of the debtor 
when the debtor fails to discharge his obligation. This is also known as Dhaman.98  
Elements of Kafalah 
According to maiorit\ of iew paint. contract of Karalah has five elements: 
(1) Kafi I or dam in lsuuret' 
(ii) Vlakfulbihi or madnlun (subject matter of Kafalah) 
97Haidar, Durar a! Hukka, vol.1. p.724. 
98Seeoritics Commission, Guidelines on the offering of Islamic Securities2004. 
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(iii) Makfulanhu or.madmunanhu (obligor) 
(iv) Sighah..i.e. offer and acceptance (form of contract) 
f 1 \lakfullahu (obliged or creditor) 
Legitimacy of Kafalah 
Quran: in surah Yusuf the prophet Yusuf (AS) guaranteed to give a camel-load to 
the one who would restore the missing drinking cup of the king. The Quran says "I-le who 
restores it. shall have a camel-load, and I guarantee it". )9 
Sunnah: The Holy prophet (SAW) said "the guarantor is responsible". And it is 
narrated in Sahih Bukhari that the Holy Prophet (SAW) once refused to lead the funeral 
pra\er of a person because he had not paid his debts. On that Abu Qatadah, a companion of 
the HoIN Prophet undertook to pay his debt, so the Prophet (SAW) accepted his guarantee 
and led the prayer.""' 
Ijma: besides. there is it consensus of opinion among all Muslim jurists that Kafalah 
is a valid contract because it serves the need of the people. It secures the right of the creditor 
and repels harm from the debtor. 
Kind of Guarantee or Surety Ship 
Kafalah bi al-nats, i.e.. surety ship for the person. 
2. 
	
	Kafalah bi al-mal. i.e., surety ship for the property or the surety for the 
discharges of claim. 
Kafalah bi aI-Nafs: 
This is a contract whereb\ the surety undertakes to produce the person. This is 
generally required when a person becomes surety to produce an accused person before the 
court of law 
99 Qur'an 12:72. 
100Shawkani, No.79, vol.5, p.251. 
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Kafalah bi al-~lal: 
It is the curet) tier the satisfaction of claim whereby the insurer may be called upon to 
perform the obligation of the principal debtor if he makes default in the payment of his debt. 
Kafalah hi al-v1al is further dig ided into followw ing kinds: 
I. Kafalah bi al-Dawn (Surety for Debt): it means to guarantee the payment of debt to 
the creditor o\\eel b% the principal debtor. 
II. Kafalah bi al-Taslim (surety for Possession): it is surety to delivery of property to 
its owner such as to he surety on behalf of a lessee to transfer possession of leased 
propert\ to the lessor or his agent on expiry of the lease period. 
	
Ill. 	Kafalah bi al-Dark: kathlah hi al-dark is a uuarantee h\ a seller that he will return 
the price of object if it is taken over b\ somehod\ else in e\ereise of his hotter right. 
It is also defined as a "guarantee in favour of seller that if the title of the seller is 
defective, the surety will make good the loss suffered by the purchaser on that 
account".1ur 
3.9.7 Contract of Pledge 
Definition 
IZ:rltn (Pledge) is the security that can he law fully elnployed of satisfaction of a claim 
in respect 	a debt. lo: In other words "Rahn" means to pledge or lodged a real or corporeal 
property of material value in accordance with the law. as security for a debt of pecuniary 
obligation . 
Legitimacy 
Quran: "If you are on journey and cannot Lind a person to \\ rite (Four debt), the 
pledge in hand (shall sutlice)".'`' 
101AI-Zarqa, Al-madkhal al-Fighi (Beirut: Dar al-fikr, 1968), vol.1, p.542. 
102Majattati, Aft. 701. 
103 E.W. Lane, Arabic English Lexicon, letter, S.V. "R" 
104 Qur'an 2:282. 
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Sunah: I ladrat Qatadah narrated that Anas (RA.) went to the Prophet (SAW) with 
barley bread with some dissolved fat on it and He (the Prophet saws) had mortgaged his 
armor to a Jew in Madinah and took from him bark' for his family'. 
Hadrat Aisha narrated that the Prophet (SAW) bought some foodstuff on credit from 
a Je for a limited period and mortgaged him armour for it.~"~ 
Legal Status of the Pledged Property 
The pledge property assumes the status of trust in the hands of pledgee. 'thus, if it is 
destro\ed or lost without negligence fault or wrongful action on his part lie will not be held 
liable. He will remain entitled to his debt due on the pledger. 
Legal Consequence of Pledge 
1. The pledge has a right to keep possession until redemption of the pledge. 
2. the pledgee can sell the pledged property with the permission of pledger, when the 
debt becomes due in order to satisfy it out of the proceeds. 
3. i'he pledger cannot sell pledge without consent of pledge. 
4. It is permissible for the pledger to appoint the pledge his attorney to sell property 
when the time of payment approaches. 
5. [he pledgee is not allo\\edl to let out or give the pledge in loan because he is himself 
prohibited benefiting from it. 
6. If after the discharges of the debt the pledge perishes in the hands of pledgee.' 
3.9.8 The Gift Contract 
Jurists define the gift contract as: "A voluntary contract that results in uncompensated 
ownership transfer between livings individual".''"On other hand It is a contract initiated by 
105Bukhari, Sahih, vol.3, p.54. 
106Muhammad Tahir Mansuri, No.43, pp.321-322. 
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an eligible part%, to transfer ownership of existent and deliverable properties to another 
without compensation" 
There are Quranic verses that permit and recommend gift-giving. "Rut if the}, of 
their o\ n good pleasure, remit an' part of it to you, take it and enjoy it \N ith right good 
cheer" X4:4 
In one Hadith, the Prophet (SAW) is narrated to have said: "Exchange gifts so that 
you may love one another".'`'The Prophet (SAW) was also narrated to have said: "Do not 
underestimate the significance of neighbor's gilt to her neighbor. even if it is only a sheep's 
10v toot' . 
Cornerstones and Condition 
I he Jurists enumerate four cornerstones for the gift contract: donor, done, object, and 
contract language. 
• Ilhe donor is the ovv ner of the object of gift, provided that he is eligible to give a gilt. 
• the done maybe any human being. Thus. Jurists agree that it is permissible for 
someone to give all of his property to a stranger (someone who is not a family 
member). 
• Any owned property is eligible for being the object ofa gift 
• I he gift contract language may consist of any words or actions that indicate offer and 
acceptance. 
Legal Status of Gifts 
The Hanaii's render the legal status of the gilt contract non-binding, while the other 
jurists consider. it is binding except tier a father giving a rill to a child. In the latter case, the 
1U7A1-khatib Alshirbani (Shafiis), No.81, volt, p.396. 
108Shawkani. No.79, vol.5, p.347. 
109lbnHajar, Al-Talkihis Al-Habir (Egypt), p.259. 
110tbnuluzayy (Maliki), AI-QawaninAlFighiyyah, Fas: Matba at AI-Nandah, p.366. 
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Mahkis permit rescinding the gift before receipt only, while the Shafrs and H3nabili's 
permit rescinding it before or after receipt. The Shaft's also extended this exception to 
grandfather, great grandfather, etc.'' 
3.10 Islamic Financial Transactions in Islamic Banking 
3.10.1 Wadiah (Safekeeping) 
Wadiah means custody or safekeeping. In wadiah arrangement, Customer wil! 
deposit cash or other asset in a bank for safekeeping; it can be divided into WadiavYad 
Amanah (Safekeeping or Trustee) and WadiahYad Damanah (Saving with (ivarantte). i12 
3.10.2 WadiahYad Amanah (Safekeeping or Trustee) 
The basic concept of wadiahyad al-amnna/v is that the trustee will only be 
responsible for damages to the assets or property entrusted in case of negligence and the 
trustee cannot mix the assets or properly with his or other people's properties. 
From viewpoint of Islamic banking, the saving account facility is offered to account 
holders who seek safe custody of their funds and wish to save money whilst current account 
facility entitles the depositor to receive his funds on demand and depositors may pay a fee to 
bank for safekeeping and service. There is not much difference between current deposits and 
saving deposits. Both deposits shall not be entitled for a return and no restriction on deposit 
or withdrawal are imposed. In this situation. the original position of the bank as the keeper of 
client's money under concept of oc/dia)7pcicJ arnanah has changed states to wadiahpod 
dammrrah (guaranteed safe-custody). 
3.10.3 WadiahYad Damanah( Guaranteed Safe-Cnrtody). 
The wadiah )=ad damanah is a combination of wadiah with daman (guarantee 
contract) principle. Under this rule, the bank can use the funds or deposits as it wishes and be 
II1Wahbah AI-Zuhayli, No.33, p,551. 
HzIslamicfpu nceinfo, Shari'ah Concepts in Islamic bankinghtto'.//isla micfl nanceinfo con. mv'dlscover-Islamic-
bankingjsharieh-concepts-isl rnic-bank'me (6 November 2012) 
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liable to refund back when demanded by clients. Any profit generated will be solely for the 
hank. However, the bank nma,. grant 1flhuth (gifts) to the clients if the bank wants to share it 
but it is not an obligation.' I ' It can be divided into: 
I. Saving deposit and 
2. Current deposit 
Saving Deposit (wadiah yad damanhan): The hank provides the customer with a 
passbook. 'I he hank requests the customer's permission to make use of the funds as Iong as 
the funds are with the bank. All profits generated front the use of the funds belong to the 
bank. However the bank ma>, at its absolute discretion reward the customer by returning a 
portion of the profits generated from the use of his fund. 
Current Deposit (wadiah yad damanah): Similar to savings deposit. the bank 
provides its customers ith cheque books as in conventional banking. I he bank requests the 
customer's permission to make use of the funds as long as these funds remain with the bank. 
All profits generated are shared with the depositors. 
3.10.4 Musharakah (Partnership) 
Nlusharakah is another central pillar of' the Islamic Bank model. The terns is derived 
from the Arabic word Sharikah, which means "sharing" or "partnership". Under such 
arrangement. two or more persons contribute their funds and managerial skills to undertake a 
business enterprise on the basis of mutual risk-sharing. Musharakah partners are free to agree 
on any ratio for profit sharing but the), are required to share business losses in strict 
proportion to their capital contribution. In Islamic history, Musharakah remains one of the 
major modes for investment in business and trade.`'' 
One \gay of protitabl\ using capital is for the bank to become it partner in business 
with the entrepreneur. Both entrepreneur and bank share in the investment and run the 
113Wadiahyad amanah and Wadiahyad damanah, http://arzim.blogspot.in/2010/`02/application-of-wadiah-
and-gardh.html, (10 Sep 2012) 
114 M. Mansoor Khan and M. Ishaq Bhatti, No.26, p.48. 
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business. The paid representatives and experts of the bank work alongside the entrepreneur. 
A partnership deed would specify the nature of business, the limits within which it is to be 
conducted, length of the term of arrangement, and the proportion in which profits are In he 
distributed. The loss, however, must be borne proportionately to the investment of capital. At 
the completion of business or at the expiry of the fixed term (Jr at the time or winding up 
business, the profit or loss will he determined after completing the records of business and 
then shared out according to the above-mentioned principle. The net capital will be returned 
to the partners along with profit after deducting any loss)'s 
3.10.5 Mudharabah (Profit Sharing) 
14udharabah is a contract between two parties, i.e. the owner of the capital and the 
entrepreneur. The depositor, who is the owner of the capital, places a specified sum of 
money with the Bank (who acts as the entrepreneur) far the purpose of participating in the 
protits made from the utilization of the fund. 
Conditions of \tudharabah Contracts 
For investment account, the account normally operates under the contract of 
11udharabah (Trustee Profit Sharing).The Bank accepts deposits from its customers who 
look for Investment opportunities. The Bank acts as the entrepreneur. Both parties agree with 
the profit distribution 'sharing ratio. The customer does not participate in the management of 
the funds. In the event of a loss, the customer bears all the losses. Profits generated from the 
use of the customer's funds will be distributed according to the predetermined ratio. Only the 
distribution ratio is predetermined and not the actual amount of return. The return will only 
be known upon maturity or withdrawal of the investment. Profit must he distributed 
according to the agreed ratio and not less. If the Mudharabah venture results in a loss, the 
115 Muhammad NejatullahSi ddigi, Banking without Interest New Gel hi: Markaz vaktaba Islami Publishers, 
2010), p.21. 
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o\\ tier of capital bears the loss entirely. i.e. the amount invested / principal amount. On the 
other hand, the entrepreneur does not get anything from the venture. 
Options Available upon Maturity 
L.pon maturit\ the ciistonier may: 
I. Either come personally' to the bank 
2. Write a letter of instruction 
3. Send a person bearing, a letter of authority to renew or withdraw the deposits. 
Ihe customer is given options to: 
I. Renew the principal and profit 
2. Renew principal and withdraw the profit 
3. Withdraw the principal and the profit' 0 
3.10.6 1iurabaliah (\lark up Financing) 
\iturabahah is a sale of goods at a price covering the purchase price plus profit margin 
agreed upon between the contracting parties. In Murabahah. the seller discloses the cost of 
the sold commodity. lie tells the purchaser that he purchased commodity. say. hundred 
dollars and that he %\iII charge ten dollars as profit over and above the original price. It is 
also permissible to fix the profit in percentage i.e. 5% 10% of the cost.''' 
The payment in the case of Murahahah may be at spot, and may be on a subsequent 
date agreed upon by the parties. Therefore. %rjurabahah does not necessarily imply the 
concept of deterred pa\ment (Bai f3ithaman Ajil). as generally believed b\ some people who 
are not acquainted \\ith the Islamic jurisprudence and who have heard about Muarabahah 
only in relation with the banking transactions. The only feature of Marabahab is that the 
seller in Murabahah cxpr,ssl\ tells the purchaser how  much Cost lie has incurred and how 
116FSTEP enriching talent, Islamic Banking Handbook (Kuala Lumpur: Institut Bank-Bank Malaysia, 2010), 
pp.36-38. 
117 Muhammad Tahir Mansuri, No.43, pp.211-212. 
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much profit he is going to charges in addition to the cost. If a person sells a commodity Ibr a 
lump suns price without any reference to the cost, this is called Musawamah'.'rs 
The Murabahah as the financial operation of Islamic Banking works in this way, the 
client approaches the Islamic Bank to finance the purchase of a specified commodity. The 
bank, either itself or through an agent (who could be the client himself) collects all the 
required information of the commodity, its price, names of dealers, etc. The bank informs the 
client of these details as well as of the margin which it would like to charges on the original 
price. The bank will purchase the specified commodity from a seller of its choicc, paying the 
price of the commodity in cash, if a sale deed is required (e.g., in the case of a car or a 
house). Once the ownership or the commodity is transferred to the bank, it sells the 
commodity to the client on a deferred payment basis against an agreed price. the new price 
at which the bank sells the commodity to the client is the original price (which is the cost to 
the bank) plus the mark-up the bank is charging (which is its profit tnargin). "s 	 , 
3.10.7 Bal Bithaman Ajil (Deferred Payment) 
In the classical hqh literature bay'nI-mu'njial refers to a sale against deferred  
payment (either in lump sum or installments).Bay'aLmu'ajja/ need not have any reference to 
the profit margin that the supplier may earn. Its essential element which distinguishes it from 
a normal sale is the deferred payment.t20Very rarely is Murabahah used by Islamic banks 
with the price paid immediately by the Customer. When a customer approaches an Islamic 
Bank to finance a purchase through Murabahah the payment of the price is usually deferred, 
and most commonly paid in instal [mums. l "I 
The due time of payment can be fixed either with reference to a particular date, or by 
specifying a period, like three months, but it cannot he feed with reference to a future event 
itsMUharrrrad Tagi Usmar i, No-75, pp,95-96. 
r 9KInVar Abdallah Khlyar, No 1, pp.172.173. 
120MUharnmad Umer Chapra, No.28, p.159. 
121Mahmoud A mn El-Ga rust, No 40, p.11. 
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the exact date of which is unknown or is uncertain. If the time of payment is unknown or 
uncertain, the sale is void. The deferred price may be more than the cash price, but it must be 
fixed at the time of sale. Once the price is fixed, it cannot be decreased in case of earlier 
payment, nor can it be increased in case of default. In order to pressurize the buyer to pay the 
installments promptly. the buyer may be asked to promise that in case of default, he will 
donate some specified amount for a charitable purpose. In this case the seller may receive 
such amount from the buyer, not to make it a part of his income, but to use it for a charitable 
purpose on behalf of the buyer. 
3.1tt.R ljarah (Leasing) 
Modern application of Ijarah: l here are t'~o main t'.pes of ljarah (l.casing! 
practiced b\ the modern banks namel). 
1. f=inance lease and 
2. Operating lease. 
1. Finance Lease: A financial lease involves a non-cancellable aitreement between the 
bank and its customer for purchase by the bank of a specific asset and its lease to the 
customer for a long or intermediate term. The hank would retain ownership of the asset 
but the customer %\ould ha\e the exclusive right to the use of the asset and payment of 
specified rentals. At the end of the agreed period the asset reverts to the hank. The 
rentals would be sufficient to amortize not only the capital outlay but also to yield, 
after taking into account the *s.d\a e' value of the asset. an adequate amount of profit 
for the hank. The lease agreement may however include a purchase option whereby the 
customer can purchase the asset from the bank at the termination of the lease. I2 ' 
122 Muhammad Taqi Usmani, No.75, p.102. 
123 Muhammad Umer Chapra, No.28, p.167. 
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2. Operating Lease: l'his is "non-lull payment" lease as rentals are insufficient to 
enable the lessor to recover fully the initial capital outlay. The residual value is 
recovered through disposal or re-leasing the equipment to other users. In this lease 
major consideration is given to the use of equipment. Unlike the finance lease system. 
the lessee can cancel the contract before it e .pace '~ithout paying any penalty. Under 
thk arrantement the risk of damage and depreciation is borne by the lessor.'2 ' 
Ijarah in Islamic Banks 
liaralt \c,algtina (1 lire-pure hasel: It is a combination of leasing movable or immovable 
propert\ ith granting the lessee an option of eventually acquiring the object of the lease.'' 
The financial institution rents a moveable or immoveable property to one of its clients who 
pay an agreed sum in installments over an agreed period into a saving account held with the 
same institution. The lessor «ho is usuall' the mudarib invests these installments in 
Mudarabah venture for the client's account. As, when the amount of deposits and accrued 
income on such deposits, equal the aggregate amount of the then outstanding tease payments, 
the lease is terminated and the lessee becomes the owner of the asset. Thus, ljarah waicitina is 
a lease agreement combined with an obligation to the lessee to purchase the asset (luring the 
lease or at the termination of the lease. 
Directing Leasing 
this is a mode \\here by the Islamic Banks allo the customer to use the capital 
assets owned by the banks for a limited period of time ranging from a tcw days to a few 
months depending upon the type of asset in question. In return the lessee pays a monthl\ or 
annual rental free.',` ' 
124 Muhammad Tahir Mansuri, No.43, p.236. 
12SCouncil of Islamic Ideology, Elimination of Riba from the Economy and Islamic Modes of Financing 1991, 
p.13. 
126Muhammad Tahir Mansuri, No.43, pp 236.-237. 
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3.10.9 Qard al Illasan (Interest Free Loan) 
Since interest on all kind of loans is prohibited in Islam. a loan %Nhich is to be given 
in accordance with the Islamic principle has to be b\ dctinition, a benevolent loan (Qard 
Hasan). i.e. a loan without interest. It has to he granted on the grounds of compassion. i.e. to 
remove the financial distress caused by the absence of sufficient mone% in the face of dire 
need. Since banks are profit oriented organization. it would seem that there is not much 
scope for the application of this technique; However. Islamic Banks also play a sociall\ 
useful role. I knee, they make provision to provide Qard I lasan besides engaging in income 
generating acti\ ities.1-1 
Under the Oard-e-l-Iasanah system, the hank grants interest-free loans to destitute 
people on benevolent grounds. Under the service charge s\stem. the bank plays an 
intermediar' role as a non-profitable institution. The bank recovers only service charges 
from all t\pes of borrowers to meet its operating costs. As it result. the bank pays no return to 
its shareholders and depositors.' 
3.10.10 Salam (Forward Sale) 
Salani is a sale hereb' the seller undertakes to supply some specific goods to the 
buyer at it future date in exchange of an advanced price fully paid at spot. Here the price is 
cash. but the supply of the purchased goods is deferred. Salam was allowed by the Holy 
Prophet (SAW) subject to certain conditions. The basic purpose of this sale was to meet the 
needs of the small farmers who needed money to grow their crops and to tired their family tip 
to the time of harvest. After the prohibition of Riba they could not take usurious loans. 
l herefore, it was allo~Ncd for them to sell the agricultural product in advance. 17') 
127Ausaf Ahmad, Contemporary Practice of Islamic Financing Techniques (Jeddah: IRTI, 1993), P.49. 
128 M. Mansoor Khan and M. Ishaq Bhatti, No.26, p.145. 
129 Muhammad Taqi Usmani, No.75, p.186. 
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Islamic Banks use Salam as a mode of financing. They finance the needs of farmers 
who need money to gro%% their corps. They enter into an agreement vvith them for ad%ance 
purchase of agriculture produce, specifying complete details of the commodity. its duality, 
price and time deliver' and make payment of the amount at the time of entering.: into the 
agreement. \\ hen the commodit\ is produced and supplied to the bank on the appointed date. 
the\ sell it at profit in the market. ''Another problem with the simplified structure is the 
price risk that the bank is novv exposed to. It is quite possible that price of the commodity 
declines during that time period resulting in losses to the hank. this risk is mitigated in a 
parallel salum, as the bank need not participate in the market at all. 
Example of Parallel Salam: 
C'lientl sells cornniodit\, X to Bank on torwward basis and receives price P in time 
period 0. Bank sells commodit> X to Client on forward basis and receives price S in time 
period 0. At time period t. Client  delivers commodity X to Bank. At time period t. Bank 
delivers commodity X to Client'-. The amount S-P constitutes profit for the bank.'- ' The 
period in the second contract nra> shorter while the price may fix a little higher than the price 
of first transaction. fhu the' earn profit h, the difference between two price.''` 
3.10.11 Bai-Istisna (Commission to Manufacture Sale) 
,ti,,na is the kind of sale 	here a commodit\ is transacted before it comes into 
existence. It means to order a manufacturer to manufacture a specific commodity for the 
purchaser. But it is nectissar\ for the validity of Istisna that the price is fixed \\ ith the consent 
of the parties and that necessary specification of the commodity (intended to be 
mantifactured) is fully settled between them. 
130 Muhammad Tahir Mansuri, No.43, p.205 
131Mohammed Obaidullah, Islamic Financial Service part II, commercial banking,Ileddah: King Abdulaziz 
University), pp.96-97. 
132Muhamrnad Tahir Mansuri, No.43, p.206. 
141 
Differences between Istisna and Salary 
Keeping in %ic\\ this nature of Istisna there are seNeral points of difference between Istisna 
and Salam \\ hic h are summarized belo« : 
I. The subject of Istisna is always a thing which needs manufacturing,while Salam can 
be efiected on anything, no matter whether it needs manufacturing or not. 
II. It is necessary for Salam that the full price is paid in advance, while it is not 
necessary in Istisna. 
III. The contract of' Salam. once effected, cannot be cancelled unilaterally, while the 
contract of Istisna can be cancelled before the manufacturer starts the ork. 
IV. ['he time of deliver' is an essential part of the sale in Salam while it is not necessary 
in Istisna that the time of delivery is fixed.'" 
Islamic Banks and Financial Institution use Istisna as a node of financing. They 
finance the construction of houses factories on a piece of land belonging to client. The house 
or factory is constructed either h% the financier' himself or hH a construction conmpan\. In 
this later case, the bank enters a sub-contract v+ith that construction company. But if the 
contract concluded bet%%cen the bank. i.e.. the financier, and the client provides specifically 
that the ork will be carried out by the financier hinmself, then the sub-contract is not valid. 
In such a case, it is necessary that the bank should have its own construction company and 
expert contractors to discharge the task. The price of construction may be paid by the client 
at the time of delivery or an other time agreed upon between the parties. The payment may 
be in lump sum or in installments. In order to secure the paynient of installments, the title 
deeds of the house or land ma\ he kept by the bank as security till the last installment is paid 
by the client." 
133Muhammad Taqi Usmani, No.75, pp.195-196. 
134 Muhammad Tahir Mansuri, No.43, p.211. 
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Parallel Istisna (Manufacturing) Contract 
Like the parallel Salam a ne%% contract: parallel manutacturing, has recent) emerged into 
practice. Same conditions vv hich are applicable to parallel Salam shall be applicable to this 
new contract as well. 1" 
3.10.12 Bai Al 1-nah (Same Item Same Repurchase) 
Bai-ri ah reters to trading hereby the seller sells his assets to the buyer at an agreed 
selling price to he paid by the buyer at a later date. After that, the buyer immediately sells 
back the assets to the seller at a cash price, lower than the agreed selling price. 
Opinions of Earlier Islamic .Jurists 
I arlier Islamic jurists had different vie\\s on determining the httkm on bui-inch. 1 he 
following were their views: 
The majority %ere of the opinion that bai-inuh as not permissible because it was the 
zari'ah (\%a) ) or hilah ( legal excuse) to legitimize riha(usury ). 
The Hanali Mu.:huh was of the opinion that bai-inch was permissible only if it 
involves a third party. which acts as an intermediary between the seller (creditor) and buyer 
(debtor). 
The Maliki and Hanbali .t1azhuh, on the other hand, rejected hui-inch and considered 
it invalid. Their opinion as based on the principle of say /:ari'arh that aims to prevent 
practices that can lead to forbidden acts such as. in this case, Rihu. 
I he S\ati' i and Zahiri Ma bah viewed hai-inch as permissible. A contract was 
valued by what is disclosed and one's ni►.vu/r (intention) was up to Allah SW I' to judge. 
They criticized the hnclith used by the majorit> of the Islamic jurists as the basis tier their 
argument. saving that it (the hodith) was weak and theret.ire could not be used as the basis 
for the hukm.''6 
135MaulanaEjaz Ahmad Samadani, No.41, p.57. 
136Suruhanjaya Sekurity, No.4, pp.20-22. 
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l'he first and a %er% popular mechanism used by Islamic banks in South East Asian 
countries are based on repurchase or hui-ul-einuh. Islamic Banks in South East Asia have 
liberall% used the mechanism of hui-ul-winch for their financing activities. The mechanism 
allows banks to extend a loan similar to conventional loan without an kind of constraints.''-  
3.10.13 Al Baidavii (Debt Sale) 
l'he hai ' dam -rr principle has always been a point of contention among past and present 
Islamic jurists. however, they differs opinion to allow debt sale or to prohibit it''.1t is 
important to clarify that there is difference between debt (Qard) and loan (Dayn) in Islamic 
jurisprudence. If someone. by the wav of doing well with another. gives him a thin,, '\ hich is 
available in the market, this is call debt (Qard). For example Khalid requires one hundred 
dollars and Laid provides him this money this is called Qard. if someone caused a loss to 
another or he owed to him some money by way of some transaction this is loan (I)a\n). For 
example i! someone purchased some item from the market and lie did not pay the price of the 
thing-purchased. this price of the thin,, is called Dad n. 
Various ways of selling the Dayn (loan) is of two kinds 
I. Selling Davn against Davn. 
2. Selling Da ii against ca' h. 
Selling Davn Against Day n: these are oft \o kinds 
a Transaction is made with debtor. For example Laid transacted Salam \%ith 
Bakr for the purchase of 100 ku, rice against 100 dollars after one month. 
After passing one month's period Bakr declined to provide rice. And said to 
Zaid that sell me this amount of rice for 120 and I shall pay you the money 
after three months. 
.37Mohammed Obaidullah, No.131, p.105. 
138Suruhaniaya Sekurity, No.4, p.17. 
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b) "Transaction is made with someone other than the debtor. For example 
Zaid has to receive from Bakr 100 kg rice after one month. Zaid said to 
Khalid: I Nell \ou the amount of rice. which I have to receive from Bakr next 
month and \ou pay tile 120 after two months. 
Selling l)a\n again cash: Fhere are of to kinds 
a) Transaction is made with debtor. For example; /aid illegall\ occupied 
the watch of Rakr. After one month he informed I3akr that I have your 
itch. and if you \\ant your watch back you can purchase it against 100 
dollars. Rakr agreed and paid the money. 
b) Transaction is made NNith other than the debtor. for example; Zaid 
illegall\ occupied the \\atrh of Bahr. No Bakr saNs to Khalid: I sell you 
nl\ ~\atch hich Is In the possession of Zaid against 120 dollars. 
New Forms of Sale of Dave 
There are some other forms of the sale of I)a)n (deht). hich have newly emerged 
and it can he explain as. 
a) To sell the price: This may he explained in a form of example. Zaid deals in 
Iertilir.er. He sells one sack of it in cash in 100 dollars and charges 120 dollars 
on deferred payment. Zaid suggested him that he may sit in his shop. 
Whene'er a customer comes up to purchase the fertilizer on deterred payment 
I shall give you a sack in 100 and you give it to the customer against 120 
dollars. 
h) Selling the prize or Salary due in future: This is also another form of 
selling of Dawn. That is to sell one's salary or prize to another person before 
he gets it by a less price. 
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c) Sale of bill of exchange: When a businessman sells some goods, he prepares 
a bill in the name of the customer bearing some future date for payment. No 
the customer (debtor) needs money and he brings the bill to a third person or 
to a bank. Bank purchases this document in a lesser amount written on the 
face of the document. When the date of pa'ment arrives the bank pays the 
amount to seller and gets it profit. The process is called Discounting of the bill 
of exchange. Sometime bank also sells the document to another person 
against a little high rate. Thus the document is sold several times before its 
date of maturity. 
Opinions of Earlier Islamic Jurists 
the I lanalI :L1u hah looked at hui Javn from the aspects of potential risks to the 
buyer. debtor. and the nature of the debt itself. The \\ere unanimous in not permitting this 
instrument because the risks cannot be overcome in the context of debt selling. The debt is in 
the form of mul hulani (intangible assets) and the debt buyer takes on a great risk because he 
cannot o n the item bought and the seller cannot deliser the item sold."" 
Fhc Maliki . 1a hah allowed debt selling to a third party subject to certain conditions 
to facilitate the use of this principle in the market. The conditions set by the Maliki :11u:hah 
can be divided into three categories: 
al To protect the rights of the debt buyer. 
b) To avoid debt selling before yubadh. 
c) To avoid Ribu."' 
The Shaft's :1I i:haf' was of the opinion that selling the debt to a third party was 
allowed if the D Yn as inuslaqir (guaranteed)' and was sold in exchange for Ayvr (goods) 
1 9MautanaEjai Ahmad Samadani, No.41, pp.22-24. 
140 Al-Kasan , Badai'i'al-Sana'l (Beritu Dar al- Fikr), vol. 5, p. 148. 
141AI-Dusuq~, Hasyiah al-Dusuqi 'ala al-Syarh al-Kabir (Cairo: Dar Ihya' al-Kutub al-Arabiyyah), vol. 3, p. 63. 
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that must be delivered immediately. When the debt was sold, it should he paid in cash or 
tangible assets as agreed. 
lbnu al-Qayvim as of the opinion that bui' Join was permissible because there vv as 
no general nasor ijmuk that prohibited it. What was stated was the prohibition of hui ' kulr ' hi 
ku/i'.J.:, 
3.10.14 .%l-ka fala h (Guarantee) 
It is a contractual 1uarantee given by the guarantor to assume the responsibilities and 
obligations of the party being guaranteed on any claims arising thereof. This principle is also 
applied in loan guarantees hereby the guarantor assumes the liahilit> of the debtor when the 
debtor tails to discharge his obligation. This is also kno n as dhunui.'~' 
Guarantee is cohered under the tern "Kafalah" in Islamic commercial la . There are 
t\\o terms of guarantee: Kafalah. or surety and Rahnu. or pledge/mortgage. The t\\ o pre-
Islamic contracts used for guarantee or safe return of loans to their owners were approved b) 
the Holy Prophet (P13l_'tl) and their elaborated applications were extended by later 
generations in order to avoid any iniquities to both parties in the contract of loan, especiall> 
to the creditor. 
Legally. in Kafalah. a third party becomes surety for the payment of a debt unpaid b\ 
the person originally liable. The degree or scope of surety should be known and should not 
come with preconditions. It is a guarantee given to a creditor that the debtor will pay the 
debt. fine or am other liabilit\. Rahnu. or pledge, is also a securit\ for the reco\ery of debt if 
the debtor tails to repay it. Kafalah and Rahnu inter-relate in the case of debt, but they have 
different functions. In the contract of Kafalah, a third part, becomes surety for the payment 
142 AI-Syirazi, Al-Muhazzab (Beirut: Dar al-Fikr,), vol. 1, p. 262. 
143SuruhanjayaSekurity, No.4, p.18. 
144SuruhanjayaSekurity, No.4, p.39. 
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ot'debt. but in Rahnu, the debtor hands over something as a pledge to ensure the payment of 
debt. A bank can call for the following tspes of guarantee to secure its loans: 
Letters of guarantee. Use of cheques (post-dated), Promissory notes, freezing cash 
deposits. Third parts guarantees. Hamish Jiddivah (earnest money taken from a prospective 
client to ensure the performance of any assignment or liability by him before execution of 
the formal contract), Arbun (do ii payment taken as part of the settled payment taken after 
execution of the formal contract), I  
3.10.15 . I-Rahnu (Mortgage or Ple(lge) 
to ensure one's right is called Rahn (mortgage). There are different types of 
guaranties used now-a-days b\ the banks to secure the recovery of their loans, and mortgage 
is one of them. The distinctive of the contract of Rahn (mortgage) is that it has a 
characteristic of a voluntary gift and resembles simultaneously to the contract of sale. As 
there is no compensation in lieu of thing-mortgaged and the debtor can get his thin,, back as 
soon as he pays the debt, it is just like a contract of gift and as the mortgagor is entitled, in 
case the mortgagee does not turn up to pay the loan, to recover his loan by selling the thing-
mortgaged. '  ''  
On this analogy, an Islamic Rank as a pledgee may derive benefit from a pledge in 
return for its maintenance b\ it. A house. for instance, requires maintenance and the bank can 
benefit by it on the above principle or charge the pledger a customary rate for its services or 
even take it on lease and give it to someone for something more. The rental over and above 
the customary rate of the hank's services should go to the pledger. Apart from pledge, an 
Islamic hank has the right of lien i.e. the right to retain the property belonging to another 
until a debt due from the later is paid. This is called a "possessory lien', which seems to he 
1"'Muhammad Ayub, No.9, p.169. 
146Maulana Ejaz Ahmad Samadani, No.41, p.78. 
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permissible under Islamic la on the analogy of a seller (in cash sales) who has been 
invested with a right to retain the property sold by him in his possession until its price is paid 
to him. Where only the interest in the property is transferred to the mortgagee and not its 
possession. has not been discussed in traditional books on Islamic law. I-lowever, 
contemporary scholars allow it on the basis of analogy. 147 
3.10.16 AI-W akalah (Agency) 
\\ akalah is to substitute an agent for the principal to perform on behalf of that 
principal an act. which admits of representation. It creates a fiduciary relationship that exists 
het\\een two persons, one of whom expressly or impliedly consents that another should act 
on his behalf. The one whose behalf the act is done is called the principal (aril) and the one 
who is to act is called agent (~vakil).14 
An agency contract ma' be specific or general. A hank, for example. may appoint an 
agent to purchase some kinds of goods as and when asked by it. This will be a general 
agency contract. If a bank asks an agent to sell his particular asset at a given price or as per 
its instruction, it will be a specific agency contract. Even in a general contract, the nature of 
job to be undertaken has to he clearly defined to avoid any disputes. 
A Wakalah contract is used by Islamic financial institutions in respect of almost all 
modes like Murahaha, Salam. lstisna'a. 1jarah. Diminishing Musharakah and activities like 
LiC, payment and collection of bills, fund management and securitization. Wakalah may be 
both commutative and non-commutative. Islamic Banks mostly do not pay a fee to their 
clients who purchase/sell goods on their behalf or perform other functions. However, banks 
normally charge fees for agency services rendered by them on behalf of their clients. ''9 
3.10.17 AI-Sari (('urrency of Exchange) 
The Islamic la n\ of contracts explicitly deals with exchange of currencies. There is it 
general consensus among Islamic jurists on the view that currencies of different countries 
'47Muhammad Ayub, No.9, pp.171-172. 
148Muhammad Mustafa, Shalabi, al-MadkhalIi Dirasat al-Figh a! Islam (Beriut: Dar aI-jami'at, 1985), p.339. 
149Muhammad Ayub, No.9, pp.348-349. 
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can he exchanged on a spot bask at a rate different from unity. I here also seems to he a 
general agreement anion , a majorit, of scholars on the vie ++ that currency exchange on a 
forward basis is not permissible, that is. when the rights and obligations of both parties relate 
to a future date. Ilu+vever. there is considerable disagreement among jurists when the rights 
of either one of the parties. which is same as obligation of the counter party. is deferred to a 
future date. 
The second possihihtv is that the transaction is partly settled from one end only. For 
example. A makes a pa\ment of' RsI000 no'.. + to B in lieu of promise by B to pa\ $50 to 
him after six months. Alternati+cl+, A accepts S50 now from B and promises to pay RsI000 
to him after six months. There are diametrically opposite views on the permissibility of' such 
contracts. The Figh Academies across the globe have been deliberating on the permissibilityy 
of' such contracts. Such contracts are ho+rever. not very common in the conventional 
financial markets. 
The third scenario is that settlement of the transaction from both ends is deterred to a 
future date: say after six months from now. This implies that both A and B would make and 
accept payment of Rsl000 or $50. as the case may he, after six months. Such contracts are 
kno++n as currency forwards and futures in mainstream finance. The predominant view is 
that the contracts arc not Islamic permissible. 
Yet another form of contracting. ++hich has been described as. an Islamic swap may 
he a t~llows. A makes a payment of Rs 1000 to and receives t1S5 50 from B today at the 
i+en rate 1 :20. Both A and B use and invest the money so received at their own risk. At the 
end ot'a stipulated time period. say six months. the transaction is reversed. A repays US $50 
to and receives Rsl000 f'roni B. This form of contracting can also he viewed as an exchange 
of or swapping of interest-free loans between A and 13. This is in contrast to conventional 
swaps. hich are generally interest-based and involve swapping of principal (often notional) 
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and interest payments. Conventional swaps clearly have no place in the Islamic system. 
Islamic SO. ails may help both A and 13 in various ways. such as, enabling them to manage 
their currency risk. There are again divergent views on the permissibility of such contracting. 
The other common form of currency-related contracting; in mainstream finance 
relates to purchase and sale of currency options. Scholars who consider that currency 
exchange must be settled on a spot basis rule out the possibility of any option for either or 
both parties. The currency option if considered as a promise, is not binding as the t vo parties 
cannot agree in advance to the rate to be applied for currency exchange in future according to 
the traditional Islamic la~~. 
3.10.18 AI-1 jr (Mode of Fee) 
The modern commercial banking involves a wide array of services to the customers, 
many of %\ hich are fee-based. These are distinct from products and services that are fund-
based. Since these do not require an employment of funds, but still contribute significantly to 
the bottom line, their importance can be hardly over emphasized. Fee-based products also 
involve a lesser degree of divergence between Islamic and conventional practices. while 
Islamic Banks are currently offering a wide range of such products and services such as 
Letter of Credit and Letter of Guarantee. Islamic banks, like their conventional counterparts, 
provide 6ce-based ser\ ices, such as, 
a) safe-keeping of negotiable instruments including shares and bonds and collection of 
payments (based on an a,reement of wakulu under which the Islamic bank acts as the 
wakil or agent of its client); 
h) internal (domestic) and external transfer operations; (based on an agreement of 
uvaka/a under which the Islamic bank acts as the wakil or agent of its client). 
150Mohammed Obaidullah, Teaching Corporate Finance From an Islamic Perspective (Jeddah: King Abdulaziz 
University, 2006), pp.58-59. 
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c) hiring strong boxes (coffers) (based on an agreement of aniana or ijaru: 
d) administration of propertN, estates and wills etc. (based on an agreement of waknlu 
under N%hich the Islamic bank acts as the wukil or agent of its client) 
Of late Islamic Banks ha\e started offering various services related to real estate. 
propert> and project management. These are fee (r/r)-based services that are offered to 
customers irrespective of whether they avail financing or not. These are natural extensions of 
an Islamic hank's financing activities. Since the financing activities are concentrated in the 
property finance and/or project finance, the hank benefits from the synergy that such fee-
based activities provide.' 
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Chapter 4 
A. hi. 
Islamic Banking of Saudi Arabia 
4.1 Introduction 
The kingdom of Saudi Arabia was established in 1932, Hallowing a period of 
unification of most of the Arabian Peninsula by King Ahdat-Aria ibit Al naud. It covers an 
area of about 2.23 million square kilometers.' Saudi Arabia, officially Kingdom of Saudi 
Arabia, is the largest Arab country in the West Asia. II is the country with the two holiest 
places in Islam. Makkah and Madinah'_ Saudi Arabia is a member of the Gulf Cooperation 
Council (GCC), which consists of six Arab States. Bahrain, Kuwail, Oman, Qatar, Saudi 
Arabia and the UAE, There are 22 million people in Saudi Arabia. The country has no 
current income tax on its citizens. Saudi Arabia is the world's largest oil supplier and one of 
the biggest economies in the West Asia. The most important resource is oil, which was 
discovered in commercial quantities in 1938. It has quarter of the world's reserves of crude 
oil.'. The economy of Saudi Arabia is petroleum-based. Its oil industry yields roughly 75% 
of budget revenues and 90% of export earnings. It comprises about 45% of the country's 
gross domestic product with approximately 260 billion barrels (4.1 x 1010 m3) of oil reserves. 
This represents about 24% of the proven total petroleum reserves of the world.' 
The economic transformation of Saudi Arabia over a 3 year period from a basically 
agrarian economy to a growing industrialized power with petroleum-based has placed 
considerable demands upmr its banking syslent. Hovvever, with the grotith of the Saudi 
population. the workforce. private-sector industry and trade, and smaller scale, profit- 
1 Said H, Hitt,  and George r.  Abed,  The  Economy and Finances of5audi Arabic', in International Monetary 
Fund, VoL21. No.2 (U.S. A: Palgrave McmiIan 1974) , pp.247306, (p.247). 
t Salahuddin Ahmed Islamic Banking Finance and Insurance a Global overview, (Kuala Lumpur: A.S. 
Noordeeq 2006), p.100 
3 Energy Information Administration, 2009 
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orientated projects, the commercial banks are being encouraged to play a more direct and 
active role in the ind ustrializkjl on process.°  
Large share of the oil revenue surpluses that were amassed during the oil boom 
decade of 1973-83 were used to capitalize a number of official Financial institutions. Saudi 
Arabia's financial and capital markets play essential roles to convert national savings 
accumulated by the government, businesses, and individuals into productive investments. 
While Saudi commercial banks are taking the lead in many areas, Saudi Arabian official 
financial institutions and foreign hanks and financial service providers remain important. 
There is greater awareness that Saudi Arabia's financial system is large, well regulated and 
increasingly sophisticated. Step to open up these markets to greater well regulated foreign 
participation are attracting increasing attention within the kingdom, regionally and globally.' 
4.2 History of Sandi Arabia's Banking System 
Before the discovery of oil in 1938, during the pre-oil period there were no banks in 
the territory occupied today by Saudi Arabia. 'I he Ottoman Bank, a Franco-British institution 
which had expanded throughout the Arab world in the late nineteenth century and 
established a branch in Alexandria in 1867, did not see it as worthwhile to expand its branch 
networkto the Heijaz or al-Hasa, the major centres of Ottoman commerce in the west and 
the call of the Arabian Peninsula. Barter and cash transactions prevailed, but supplier credits 
were normal in trade and money changers often provided loans on an informal basis. The 
latter wen: an established part of Souk (market) economy, cspeciaIIv in the cities of the 
He{jai_ Jeddah, Makkah and Madinah, where there was much demand from pilgrims 
performing haj to change coins and precious metals, mainly gold, into Saudi Arabian silver 
I John Is Presley, Rodney Wi son, Banking in the Arab Gulf, ;New york: Palgrave Macmillan, 1992), p.17. 
s Kevin Taecker, Saudi American Bank (SAMBA)'9anking Credit and fl vandal Insfrttitlons' it Doing Business 
with SoudiArcbiu ed. by Anthony SLou It, {London, Kogan Page,1999), pp.92-99, (p.92) 
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rivals. lbn Saud. the kingdom's founder of the kingdom, was suspicious of banks and save 
little need for such institutions, and the notion of foreign institutions serving local Muslims. 
By the early t\%entieth century there was in any case an expansion in the number of atone) 
changers in the Heijaz with an increasing volume of pilgrims visiting Makkah and Madinah 
as transportation by road, rail and sea became easier and relatively cheaper. Most ulnae\ 
changers operated form a single establishment, but some notable the Mahfouz and \1<<,a 
Kaki families had several outlets in different geographical locations. Like many of the 
money changers and traders in the Heijaz, they originated form Yemen.`' 
In 1926 the kingdom's monetary system was splinted, with no common currency in 
use. Instead, each region had its own borrow species. Ottoman coins \%ere the chief current 
in Jeddah. Makkah and Madinah. In Riyadh and the 1-lasa, the Indian rupee was common 
t\hile the Maria Theresa Thaler, a large silver coin hearing the profile of the l-loly Roman 
Empress and Austrian imperial seal. dominated the southern parts of the I (eltaz and the Asir. 
which seized from Yemen in 1934-I 0351. 
A large amount of the day to day banking business was performed by the traditional 
money exchangers, which however did not cover all the banking activities required in a 
modern societh. The banking business, which was not traditionally undertaken by the mone\ 
exchangers. was lelt to foreign banks, such as AB N Algemene Bank Nederland, being a 
pioneer in the kingdom.` Therefore, the kingdom's first foreign banking institution as 
Dutch and opened in I 9)28 largely to provide mone\-changing facilities for pilgrims setting 
out from ,lava in the then Dutch East Indies, it was referred to as a trading compan\ t I he 
Netherland Trading Society) rather than a bank as the King objected to that designation 
6 Rodney Wilson, Economic Development in Saudi Arabia (London and New York: Rout ledge Curzon, 2004), 
p.57. 
7 Peter W. Wilson, A Question of Interest the Paralysis of Saudi Banking (U.S.A.: Westview Press, 1991), p.17. 
a Rolf Meyer-Reumann, 'The Banking System in Saudi Arabia', in Arab Law Quarterly, Vol.10, No.3 (Brill, 
1995), pp.207-237, (p.213) 
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because of its Riba prohibitions, though it actually performed a range of banking functions 
including trade-finance facilities.°  
The government's inability to control the monetary problems was partly due to the 
lack of an adequate institutional structure to enforce changes and the absence of a banking 
system. In 1932, the creation of the General Finance Agency (now the Finance Ministry) 
Filed a large gap in the overall economic s1ruclure of the K9ngdom. 11 wnc created to handle 
Fiscal and monetary matters, acting as a treasury and Central Bank., collecting revenues, 
minting coins, handling official purchases and managing the public debt. ° 
The more formal and organized form of banking system emerged after the 
exploration of oil in 1939 and, as soon as World War II ended, the Saudi market attracted 
leading foreign banks to open branches. Hence, the French Banque de l'Indochine and 
Palestine Arab Bank Limited opened their branches in Jeddah in 1948; while in 1950; three 
international banks opened their branches, namely the British Bank of the Middle East. the 
National Bank of Pakistan, and Bank Misr of Egypt. Saudi Arabia did not have a national 
currency until 1952, a year that witnessed the establishment of the Saudi Arabian Monetary 
Agency (SAMA). During 1950-6, SAMA introduced a paper money in the form of pilgrim 
receipts, which was covered by foreign currencies and precious metals. The introduclion of 
the Saudi national currency, called riyal came in 1960.11  
The first Saudi Arabia bank, the National Commercial Bank (NCB), was tbunded in 
1953 by a royal Decree of King Abdul Aziz, the Mtahfouz and the Musa Kali families to 
petition the King for permission to establish a bank. With their background as money- 
Rodney Wilson, No.6, p,57. 
to Abdulaziz M. aI-Dukheil. The Banking System and its performance In 5vudiArobio (London: Saqi Books, 
1995), p.2b. 
rt Philip Molyneux, and Munawar lgbal, Banking an Flnandel Systems In the Arab World (Kuala tumpi.r: 
A.S. Noardeen, 20061, p.114. 
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changers they had the foresight to create the NCB in the hope that it would act as banker to 
the Saudi Royal families in the absence of a central bank) and also take business form the 
other money-changers.12 
In 1957. the Riyadh Bank which already founded as a joint stock companies like all 
the others at last a serious competitor far NCB, During the 1989s, various other national 
banks were established, including AI-Rajhi Ranking and luvcalment Corporation (The 
largest money exchanger I iccitsed as a full commercial bank), Saudi Arabia Investment Sank 
(authorized as a full commercial bank with fbrcign ownership reduced to 25 percent and the 
remaining shares sold to the public), and the United Saud Arabia bank (formed after the take-
over of three foreign banks). NCB, the Riyadh Bank and the Al-Rajhi Banking and 
investment Corp are only Saudi commercial banks out of a total of 12, which are fully Saudi 
owned. 
4,3 Saudi Arabian Monetary Agency (SAMA) 
The growing financial and monetary difficulties in which the Saudi government 
found itself led Abdul Aziz to agree to seek foreign help in the early 1950. Attention 
particularly centered on the advisability of creating a central bank to solve the country 
financial and monetary ills. The King distrusted the British, and was nol enthusiastic about 
either paper money or links to the sterling area that would have curtailed convertibility. He, 
therefore, turned to the Americans for advice as they provide much of the oil revenue and 
was already heavily involved in the kingdom. Arthur Young, a financial expert form 
California was dispatched to Saudi Arabia in 1951 to head a mission on currency reform. He 
recommended the establishment of a monetary agency, the Saudi ri}al. to be linked to the 
dollar and hence directly to gold. Phis proved much more attractive to the King and Sheikh 
12 John R. Presley, l coney Wilson. Na.y p,18. 
13 Philip Molyneux, arid M,mawar Igbal, No.11, p.115. 
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Abd Allah Sulayman than the British plan as sterling was not linked to gold and that 
currency had just been devalued (form 4 dollars to 2.8 dollars to the pound).14 
on 20"' April 1952 a Royal Decree ordered the establishment of the Kingdom's 
Central Bank, to be named the Saudi Arabian Monetary Agency (SAM.A), with a capital of 
500,000 Saudi Gold sovereigns or US$ 6 million (equivalent to SR 20 million) at a rate of 
USSI2 per sovereign, subsequently, the capital was increased to SIZ28 million before it was 
paid back to the Government. i s 
SAMA's monetary operation became quite extensive, and included the 1952 issue of 
the Saudi gold sovereign, the 1953 issue of pilgrims receipts, a kind of modified bank note, 
the 1960 stabilization of the silver riyal and since 1963 the issue of regular currency. 
SAMA's first step of to regulate commercial banks and money dealers was taken in October 
1952, when it required then r to register with the agency and submit monthly reports. These 
reports were to include purchases and sales of foreign exchange as well as the opening and 
closing balances in each country, These statements were primarily designed to facilities the 
compilation of monetary and banking statistics, in order to assist the formulation ofmonetary 
policy. In 1955 SAMA began to process application by foreign banks to open branches in 
Saudi Arabia. Such applications were referred by the Agency by the Agency to the finance 
Minister, together with its recommendation, and were passed upon by the Minister in the 
light of SAMA's comment;. The period following the establishment of SAMA was 
characterized by an expansion of conmrercial banking, through the further establishment of 
both local hanks and branches of foreign banks. Behveen 1945 and 1965 the number of 
commercial banks in Saudi Arabia rose from there to 12. with a total of 53 branches. "Ihe 
three local banks account for about 60 percent of the balance sheet total of all banks)' 
to Rodney Wilson. No.6, p.58 
rs S.A. bonafe, Saudi Arobion Finonclal Markets (Riyadh; Avyoubi Printers, 1993), p.34. 
1530 Ronall,'kanking Regulation in Saud{ Arabia' in Mule East Journal, Vol.21, No.3, 1967, pp 99 402 
(p 400). 
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4.3.1 The Objectives of SAMA 
According, to RoNal Decree 23 dated 23-5-1377 (15-12-1957). SAMA's objectives 
were defined as:' 
a) to issue and strengthen the Saudi Currency and to stabilize its internal and external 
value. 
b) To deal with the banking affairs of the Government (rendering fiscal agency services) 
c) To regulate commercial banks and exchange dealers 
d) To manage the countr.*s official foreign exchange reserves. 
4.3.2 The Functions of SAMA 
The banking system in Saudi Arabia is governed by the Saudi Arabian Monetary 
Agenc\ (SAMA). SAMA is an in dependent autonomous governmental agency. It is directl\ 
subject to the instructions of the Council of Minister of whom the minister of Finance and 
National Economy is in charges for all SAMA matters. The functions of the Saudi central 
bank are laid down and governed by the Law of SAMA.'s Art.1 of this Law divides the 
scope of activities of SAM-1A into the following three categories.'`' 
1. Custodian of the Saudi Currency 
:A- custodian of the Saudi Arabia currenc\ SAMA discharges, supports. and 
consolidates the Saudi currency inside and outside of Saudi Arabia. When SAMA as 
founded in 1952 the commercial bank business in Saudi Arabia as mainly in the hands of 
the traditional Saudi money exchangers and some foreign banks. No bank notes existed. and 
the leading currencies were Silver Ri`als and Sovereigns. Onl) one year after its foundation 
SAMA ;ucccsstiu!f introduced paper money, first by issuing receipts for pilgrims by which 
17 S.A. Banafe, No.15, p.36. 
18 Saudi Arabian Monetary Agency; Royal Decree M/23 of 23.05.1377. H (15 December 1957) 
19 Rolf Meyer Reumann, No.8, pp.207-208. 
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the \\ere able to convert foreign currency into Silver Riyals and vice versa, the bank notes 
of Saudi Rival followed in mid-1959. 
2. The Bank of the Saudi Government 
\s the Bank of the Saudi Government SAMA receives the i:o'.ernmental revenues 
and is responsible for its expenditures. As the government's agency SAMA also holds the 
countrv's gold and foreign currency reserves. 
3. The Supervisory Authority of the Private Banks 
SAMA is the supervisory authority of the Saudi commercial banks and the traditional 
none exchanger. Al! Saudi banks and money exchangers are subject to the guidelines and 
instructions of SAMA and are required to provide financial reports each month. The balance 
sheets are to be submitted, and published quarterly in the daily papers, and are the basis for 
the Quarterly Bulletins published by SAMA. SAMA enjoys a good international reputation. 
It has successfully implemented and maintained a stable. freely convertible currency and 
efficientl\ controls the activities of the Saudi banks, as \\ell as the income and expenditures 
of the Saudi Government. 
4.4 Banking Control Law 1966 
1 hL Kingdom of Saudi Arabia was formed in 1932. but banking law was not 
proniukaied until 1966. The Banking Control La\\ in 1966. which Lave SAMA broad 
supervisory powers to license and regulate all banks. Banks were required to meet stringent 
capital adequacy. liquidity. lending ratios and reserve requirements. A s\ stem of on-site and 
oft-site prudential supervision was introduced and SAMA strengthened its supervisory 
capabilities. The Law also supported the concept of it Universal Banking Model, \\hick 
permitted banks to provide a broad range of financial services including banking. 
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investments securities, etc. through their branches. Consequently, banks became the primary 
licensed financial institutions and expanded rapidly covering the entire country. Clearly, this 
was all important institutional development.20 
Under the 1966 legislation. SAMA emerges as a modified central bank with the two 
principal central bank functions of issuing the currency and regulating the country's banking 
system. In this sense, the 1966 law may be considered an amplification of the 1952 
legislation. on the basis of an additional 15 years' experience and data collecting, the 
accumulation of which is in itself a slow process. -I he 1966 extension of the 1952 legislation 
Can be viewed as bringing the Saudi Arabian banking code more into line with that of more 
advanced countries. Both laws have to be regarded as part of the same legislation designed to 
promote balanced growth of the financial structure of a dualistic eeonomy.a  t 
4.5 Snudiyation for Foreign Banks 
AS early as 1968, SAMA was approaching foreign hanks with branches in the 
Kingdom in an attanpt to convcrt these banks "into a Saudi joint stock company witli a 
Saudi participation of 60 percent". This procedure later became known as the "Saudiiation' 
of the commercial banks and became an official policy of the government.2 July 1976 the 
Council of Ministers set in motion a Saudizqtion process whereby, typically, the foreign bank 
maintained a 10 percent equity stake in the bank, but the remainder was to be held by Saudi 
nationals (normally 20 percent in the hands ofprominenl Saudi business families and the rest 
with the general public). The foreign banks tended also to operate under a management 
contract. 'l'his effectively took ultimate control of the bank from its foreign parent and had 
the intention of gearing commercial banks more to the needs of the economic development 
20 SAMA A case study on 'Glo6,1lzutiao and the Role of lnsnfronfon Building in the financial Sector in Saudi 
Arabia', February 2004, p.3. 
21 1.0, Ronan, No.16, p.401. 
2t Mohamad Elhage, Monetary Policy and the Financial Sector's Role in Economic Development: A Case 
Study of Saudi Arabia (unpublished doctoral thesis, The Johns Hopkins University, 1991), p.36. 
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process and less to the foreign trade/remittance business on which they had been 
concentrating: it served also to stem the flow of the high profits of foreign banks out of the 
Kingdom.-  The first bank to be transformed was the National Bank of Pakistan in December 
1976 and the last banks to he transformed were United Bank Limited, Banque du Liban et d' 
outré-flier and Bank Milli Iran in December 1982.24 
The rationale behind the move appeared to be one of public participation in bank 
shareholding and its operations. Partial nationalization and the transfer of technology through 
technical service agreements N\ere viewed as the appropriate method of creating an efficient 
banking s\stem under Saudi control.',  
1975 SAMA's reasoning behind the transformation of 60 percent of foreign banks 
into Saudi ownership was that this policy "would contribute towards the evolution of a larger 
and better indigenous banking system. thereby enabling it to pla) a vital role in serving the 
national economy.2" The number of hank branches increased from 1964 to 1975 at an 
average annual rate of 10.3%. whereas this average annual rate was I8.6% from 1976 to 
1988. Thus. SAMA has achieved its first goal which was to increase the number of bank 
branches operating in the Kingdom.' 
SAMA's second main objective behind the Saudization program was to increase 
.,competition among a larger number of national banks".`` Since the Saudization process of 
the commercial banks began. the Saudized bank's share of the total bank branches has been 
increasing. Thus SAMA's second objective has been achieved. All the banks operating in 
23 John R. Presley, Rodney Wilson, No.4, p.19. 
24 Mohamad Elhage, No.22, p.43. 
25 S.A. Banafe, No.15, p.42. 
26 SAMA Annual Report 1967, p.16. 
27 Mohamad Ethage, No.22, p.39. 
28 SAMA Annual Report 1976, p.29. 
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Saudi Arabia after December 1982 are either Saudi owned or are jointly owned with a 
majority of Saudi ownership. After the Saudization by the formation of joint venture 
companies which was completed about 1983 and after the promulgation of the "Foreign 
Capital Investment l.aw", foreign hank are prevented from doing business in the Kingdom 
through their own resident branches but have to rely on Saudi banks.29 
4.6 Distinction between Money Changer and Bank 
\\ hereas Saudi commercial banks have been developed from foreign banks which 
ratan) years ago establish branches in Saudi Arabia, traditionally local '`banking" was 
undertaken b\ rnone\ exchanger. The Commercial Court Law of the Kingdom of Saudi 
Arabia'". v hich is as old as the Kingdom and which comprehensivel\ governs land and 
maritime commerce, has no provision relating to banks, but only to money exchangers 
(Art.35-41) according to Art.I money exchangers are considered as traders notwithstanding 
that the money exchangers do not qualify for certain banking activities there is still a need 
for them today. 
The distinction between money exchangers and banks has been laid down in the 
SAMA I.a\\. It became necessary to distinguish Saudi banks from money exchangers and to 
restrict the scope of the licenses of money exchangers. ']'his was achieved by the Regulation 
and Money Exchanges Revolution No3l920 of 16.2 1402 1-1 ((2 December 1981) of the 
Minister of Finance and National Economy. The Resolution mainly governs there issues: 
I. It restricts the business of money exchangers to the conversion of currencies. 
purchase and sale of foreign currency. purchase and sale of traveller's and bank 
29 Rolf Meyer-Reumann, No.8, p.209. 
30 Commercial Court of Law of the Kingdom of Saudi Arabia; Royal Order No.32, dated 15.01.1350 H (31 may 
1931) 
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cheques. and to carrying out the operations of none\ transfers within the 
Kingdom and to and from foreign countries. 
'. It forbids money exchangers from accepting deposits and to practice other 
banking activities beyond their license. e.g. granting loans. issuing bank cheques. 
opening and operating current accounts. 
3. It makes clear that no new license for money exchangers may continue in 
business. 
In 1987 the biggest money exchanger in Saudi Arabia. the Al Rajhi Company for 
C urrenc\ Exchanger and Commerce was converted in commercial bank. The number of 
money exchangers in the market was thereby considered reduced." 
4.7 Banks in Saudi Arabia 
the banking sector in the kingdom of Saudi Arabia is composed of 'commercial' rind 
specialized credit banks. Most medium and long term financing is carried out by the 
specialized credit banks while commercial banks are engaged in short term lending 
acti\ ities, ` 
4.7.1 Specialized Credit Banks 
During the I970s, re'enues from oil have placed Saudi Arabia in a position to 
develop its country. From the outset it encouraged the private sector to join its efforts and 
supported them tinanciall-v on different levels and for different purposes, Saudi Arabia has 
created a number of separate Specialized Credit Institutions for the handling and distribution 
of subsidies. loans and tuaranties. which have their own legal status. notwithstanding that 
are close links to the Minister of Finance and National Economy and SAMA.'' Neither the 
31 Rolf Meyer Reumann, No.8, pp.221-222. 
3z Mohamad Elhage, No.22, p.33. 
33 Rolf Meyer-Reumann, No.8, p.211. 
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banking control law of 1966 nor any other la%N gives SMA the power to force the commercial 
banks to direct their credit to certain sectors of the economy. Thus, some commercial banks 
avoided granting loans to certain sectors of the economy, such as Agriculture and Small 
investors with no collateral. To till this gap. SAMA established several specialized credit 
institutions are following:'' 
I. Saudi Agriculture Bank (SAB) 
2. Saudi Credit Bank (SCR) 
3. Public Investment Fund (I'IF) 
4. Saudi Industrial De\elopment Fund (SIDF) 
5. Real Estate Development Fund (REDF) 
Saudi Agriculture Bank (SAD) 
SA13 \\as tormed in 1965 to provide low cost finance to farmers and public;prikatc 
agricultural companies. Initially capitalized at SR 3O million, SAB's lending activity 
remained influenced by the Government's goal of agricultural self-sufficiency. SAB's loans 
accounted for an average 15% of the consolidated credit disbursements.'` There are different 
types of loans available: short-term NNhich run up to one year, medium-term loans which run 
up to five 'ears, and long-term loans which run up to 25 years. The costs of the project can 
be financed to a maximum amount of SR 500,000. In similar fashion to the conditions of the 
511)1- the debtor has to pay no interest but a small handling charge.'' About one third of the 
Bank's loans are used by farmers for the purchase of agricultural machinery, but an 
increasing share is being employed in developing livestock and poultry farms and 
agricultural infrastructure.' ' 
34 Mohamad Elhage, No.22, p.44. 
35 S.A. Banafe, No.15, p.92. 
36 Roif Meyer-Reumann, No.8, p.212. 
37 Said H. Hitti and George T. Abed, No.1, p.295. 
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Saudi Credit Bank (SCB) 
I he Saudi Credit Banks. the smallest of the specialized credit institutions, was 
founded in 1971 with a capital of SR 5 million. SCB. which began its operations two years 
after its establishment, provides interest free loans to low income Saudis for social (marriage 
loans) and economic purpose. Although SCB's charter allows deposit taking from the public. 
it has not so far tapped this avenue. SCB. vv ith good loan repayment record, extended loans 
amounting to an average 1% of the consolidated credit disbursement.' The bank is governed 
bN a seven-member Board of Directors, which is in the process of finalizing the Bank's 
regulations and recruiting its senior staff.'The finances for this bank are obtained through 
non-interest bearing deposits of the public, and from the government and SAMA.10 
Public Investment Fund (P1F) 
The public Investment Fund of the Ministr\ of Finance is a major lending agency for 
public corporations. PIF was formed in 1971 to provide low cost medium and long-term 
finance to commercially oriented public entities such as Sandia. Sable and Petromin. PIF 
also makes equity investment on behalf of the Government. PIF's loans accounted for an 
average 25% of the consolidated credit disbursement.'~ Between 1976 and 1985 the P1  
distributed 26.8% of the total credit distributed b\ the specialized credit institutions. ` "I he 
PIF provides loans to commercially orientated public corporations such as the national 
airlines and the domestic refineries. It also buys shares in various domestic and industrial 
projects and acts in this respect an investor of the Saudi Government.' 
38 S.A. Banafe, No. 15, p.94. 
3J Said H. Hitt i and George T. Abed, No.1, p.29S. 
40 Mohamad Elhage, No.22, p.45. 
41 S.A. Banafe, No.15, p.92. 
42 Mohamad Elhage, No.22, p.4S. 
43 Kevin Taecker, No.5 p.97. 
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Saudi Industrial Development Fund (SIDF) 
SIDF. established in 1974 with an initial capital of SR 500 million, has been the main 
channel of public finance for private manufacturing, cold storage and electric utilil ies. SIDF 
does not charge interest on its loans, but it takes appraisal fee (upfront) and bill Follow-up 
costs. SIDE was instrumental in suppnrtioe buildine materials companies during the 
construction boom of the Second Development plan. Subsequently, the Fund emphasized 
lending to industrial projects. In 1 988. SIDF's exposure to electricity companies (totaling SR 
37.9 billion) was transferred to PIP. SIDF loans accounted for an average 20% of the 
consolidated credit disbursements.44  
Real Estate Development Fund (REDF) 
The Real Estate Development was established in 1974. This fund provides loans for 
companies as well as private individuals for the purpose of constructing residential and 
commercial building. l- RPDF- s loan ceilings were set at SR 300,000 for privale homes and 
SR ID million for holding compound. Housing construction has been greatly facilitated by 
PEDF, REDF surpassed other credit institutions in terms of total disbursements, accounting 
for an average 40% of the consolidated credit disbursement.'" 
All the loans granted by the specialized credit institution are interest-free. With the 
exception of the Agricultural Bank, most other specialized credit institutions charge and 
administrative fee That varies between 2 and 3 percent of the value of the loan. 
4.7.2 Commercial Banks 
The eon,mercial hanks in Saudi Arabia are engaged in short-term credit, and most 
loans granted by these banks go to the construction and commerce sector. The reason for 
this is that both of these sectors can pay back the loans in a short period of time17 . It is well 
°0 S.A. nana`e, No 15, p.93. 
95 Mohamed Elhage, No.22, p.47. 
96 5.A Banaie, No.15. p 93. 
°7 Mohamad Elhage, No 27, in5n. 
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kno%%n that in any count\ banks play a vital role in the development of the national economy 
through their contributions to trade finance, project finance, financial activities and ancillary 
banking serves. Saudi Banks are no different to the international banking community in 
terms of normal banking ser\ ices. The last two decades have witnessed a growth and 
restructuring of commercial banking which has reflected the needs of the process of 
economic development in the Kingdom. Saudi Arabian Monetary A;zencv and the serve 
competition for the commercial banks in lending to certain sectors of the economy coming 
from a host of semi-government financial institution which have otlered interest-free loans.49 
The 12 existing commercial banks perform a \er\ important role in the financial 
sector of the countr\. Originall\ their main function as to accept deposits and to provide 
Financial means (loans, letters of credit. bank cheques, negotiable instruments) and to assist 
the trade in performing local and international financial transactions.')  
The 12 Commercial Banks in Saudi Arabia are: 
I . I he National Commercial Bank 
2. The Saudi British Bank (SABB) 
3. Saudi Investment Batik (SAIB) 
4. Alinma hank 
5. Banque Saudi Fransi (BSF) 
6. Ri\ad Batik 
7. Samba Financial Group (SAMBA) 
3. Saudi I lollandi Bank (SHB) 
9. Al Rajhi Bank(RAJHI) 
10. Arab National Batik (ANB) 
11. Bank AlBilad 
12. Bank Aliazira (BJZ) 
48 S.A. Banafe, No. 15, p.97. 
49 John R. Pcestey, Rodney Wilson, No.4, p.20. 
so Rolf Meyer-Reumann, No.8, p.216. 
'1 SAMA's Official Website, http://www.sama.gov.sa/sites/SAMAEN/Links/Pages/SaudiBanks. aspx 
(11/05/2012) 
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4.10 Present Banking Sector 
During 2006-2010, commercial banks continued maintaining their strong financial 
position and confronting the after effects of the global financial eri5i5 that shook the banking 
sector of industrial countries. The good performance of the commercial banks during 2010 
was evident in a rise in their general activity and enhancement of their financial position, The 
commercial banks' total asset went up by 3.3 percent. Their claims on the domestic private 
sector which was dormant in 2009. pecked up by 5.7 percent. Bank deposits grew by 4.7 
percent, and capital and reserve rose by B.8 percent. Their profits however went down by 2.6 
percent. 
Table 4.1: Consolidated Balance Sheet of Commercial Banks 
(Million Riyas) 
2006 2007 2008 2009 E010 
Eo 11 
Asset 
ReSerbcs 
Foreign asset 
StOGI 108,614 97,171 Ifi0,118 159113 1h9,A0G 
219,234 129796 141112 	153,986 210.918 193.127 
Clai ms on Governme Mt and non-tlna,ici I 
158218 	181.613 	271,986 182.324 218,968 I'u hlic scclor enterprise 214,333 
Claims on the private sector 476.020 	577.882 T4Si7 734.237 775.756 798.235 
Claims on non-monetan 
financial in stitutlon 
837 	1.429 911 1.365 1,946 2.141) 
Other tr eta 44,158 57971 73.699 81,296 70,794 71,524 
Total Asset,Liabili1ies 861,1188 1.075221 1.302.271 1370.258 141,526 1;180.906 
Liabilities 
Banking dcpusits +91259 711,564 846,118 940.548 984,950 1)143.396 
Forcipt liabilities 59,199 105,213 112,466 9,9683 94,706 92,134 
Capital and reserves 79.947 106026 131,822 163.642 	19892 197,197 
Profits 34.665 30 204 29,928 26.830 26920   2600 
Other llahihlie5 90,019 110154 158,937 139.555 131,5671 140.580 
Sources:  SAMA AnnuaI Report d011 
4,11 Consolidated Financial Position of Commercial Banks 
Commzreial banks maintained their sound financial position during 2010_ They 
showed a remarkable performance, strengthening their financial position. Their total asset 
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rose b% 3.3 percent (RIs 45.0 billion) to RIs 1,415.3 billion during 2010 compared to a 
growth of 5.2 percent (RIs 68.o billion) in the preceding year. 
Table 4.2: Bank Deposits 
(Million Riyals) 
2006 	2007 2008 2009 2010 
ST 
1 S 
2011 
First: BN type 
I)ertruull)eposits 243.418 311,365 342.488 433.162 530.072 579.521) 
lime and 'a\ing deposits 226.027 283.05° 367,642 223.377 298,283 297.8111 
Other qua~i-rnonetatryy deposits 121,815 123.140 136.007 184.009 156,495 166.056 
Foreign Currene\ Deposits 
For I. ('\ - 	-- 
102.580 100.631 111.971 
15,825 
160.730 123,097 139.359 
16.018 7.665 9.683 14.770 23,650 
Relx, transaction 3.964 3.91)) 65X 220 14 597 
Outstundinu Remittances 7.606 8.915 7.553 8.289 9.735 10.081 
Second: BN sector 
Privmc Sect r 474.894 573.6(16 667,423 720.919 779.564 822.102 
Public 	c~lor 
Third BN currenc,. 
I),1mc'tic e°rnne\ deposits 
Iiei.ii 	urrenc\ deposits 
116,366 143,958 178,695 219.63(1 205.286 221.294 
488,680 
102,580 
616.932 734,118 779,819 
160.730 
861,753 904.036 
139 35° 100.631 111,971 123,097 
Total bank deposits 591,2,59 "17,564 846,118 940.548 984,850 1.043.396 
Sonrces: SAMA Annual Report 2011 
Bank Deposit 
During 2010. total bank deposits increased by 4.7 percent (RIs 44.3 billion) to Rls 
984.4 billion compared to a growth of I 1 2 percent (Rls 94.4 billion) in the preceding year. 
Phis ,gro\sth in bank deposit was ascribed to several factors, the most prominent of which 
\\as the increase in net domestic government expenditure. 
Table 4.3: Bank Claims on the Private and Public Sectors 
(Million Rivals) 
2008 2009 2010 1 
2011 
Amount °--ahcuC 
75 2 
Anwim °°shesc Anoont °°sha Amount °°h' 
Claims on the private sector 734.557 734.237 80.0 775,756 782 798.235 78 3 
Bank credit 712.737 72.9 708.769 772 743,057 749 7.923 74.9 i 
t.oart, and advances 703.617 72.0 701.706 76.4 735.010 74.1 756.017 74.2 
Bills discounted 9.119 0.9 7,063 1) 8 8,047 0.8 7.907 0.8 
Investments in private sector _2 1.820 2.2 25,468 28 32.609 33 34.312 3 4 
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Claim, an the public sector ?I1 986 24 182.324 129 214.3?1 21.6 218,965 2t 5 
Banks rtdii In non- 
monetan ImIorcitl1 public 32.065 33 23.136 3-I 32.285 35 29.270 2.9 
sector enterprises 
[nvcsmenl3 iu goveramcnl 209.920 215 	154188 16.9 162048 184 159.692 19.6 
Securil lel 
Treasury bill:, 119.221 122 	78,497 Re 129.133 I2.1 132.399 13.0 
Government bonds 90,969 93 	74691 8.2 61.915 62 57299 56 
claims un n Oil -monetnn 911 9.1 	1 365 	0.1 1,946 02 2.140 02 
lixcnnul institution 
Total 9,77,45 100.0 	917,926 	100.0 992,034 1111 1,019343 100.9 
Sources; SAMA Annual Report 2011 
Commercial Ranks' foreign Asset and Liabilities 
Foreign assets of commercial banks went down by 8.4 percent (Rls 17.9 billion) to 
RIs 193.1 billion in 2010 compared to a rise of 37.0 percent (Rls 56.9 billion) it The 
preceding year. Foreign liabilities of commercial hanks declined by 5A percent (RI, 1A 
billion) to Rls 94.7 billion in 2010 compared to a fall of 1 1.4 percent (Rls 12.8 billion) in the 
preceding year (Table3).As a result, commercial banks' net foreign assets (foreign assets less 
foreign liabilities) decreased by 11.5 percent (Rls 12.8 billion) to Rsl 98.4 billion in 2010 
compared to a rise of 167.9 percent (Rls 69.7 billion) in the preceding year. 51  
4.12 Coexistence of Conventional and Islamic Finance: Islamic Bank Issue I1nruanlved 
4.12.1 SAMA and the Commercial Banks 
During the early stage of its development. SAMA was faced with the dilemma of 
how to prompt banking activities in the Kingdom without violalinL Islamic codes. Usury is 
defined as the charging or receiving of any interest on borrowing or lending money and is 
forbidden in Islam. All commercial banks in Saudi Arabia charge and pay interest rates, but 
the\ are reported as "fees" and "commission". SAMA has done nothing to prohibit such 
charges, since without these charges it would be very difficult for the banks to operate 
efficiently. This was made possible by the banking control law of 1966, which did nor state 
52SAMA Annual Report 2011, banking Sector, pp.46-48 
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that commercial banks could not charge or pay interest". In Saudi Arabia, Shari'ah is the 
law of the land but it does not have an Islamic banking law. There is only hanking law. 
which does not put a bar from operating Islamic banking.`" The Saudi commercial banks in  
compliance with the Saudi Banking Control Law. are working on the same principle as 
Western banks. Although there are no rules or regulations in Saudi Arabia penalizing a 
request for interest, claims for interest are not enforceable. Moreover, for Saudi society in 
general the issue of interest is not only a question of enforceability. Because of the question 
of Riba many good Muslims have a religious sentiment and natural antipathy against earning 
or paving interest. Consequently, the percentage of deposits bearing interest (or commission 
as it may he called) in Saudi Arabia is less than elsewhere." In addition to the legal and 
religious framework, there are cultural conditions that contributed to the slow growth of the 
commercial banks in the kingdom. Many Saudis were suspicious of banks, especially foreign 
banks. Also some families discouraged their sons from careers in banking for religious 
reason".se 	 - 	,. 
SANTA allows one of its employees; Ibraheem bin Aubdufah AI-Nasir to question 
the ulema's stand on interest and Islamic banking. AI-Nasir devoted his energies to the 
question of interest in Islam. the result of a study called "The Shariah Position Concerning 
Banks' Began with the highly provocative statement, "it is possible to say that there will not 
be Islamic Strength without economic strength. and there will not be economic strength 
without hanks, and there wilt not be banks without out interest.", argued along the lines of 
the Pakistani scholar Fazlm Rahman that Riha as prohibited by the Koran was the system of 
borrowing(in use before the advent of Islam) whereby a man's debt was doubled or tripled if 
he could not pay his debt by a predetermined time. Al-Nasir's conclusion was that simple 
53 Mohamad Elhage, No.22; pp.33-35. 
50 Salahuddin Anmed, No.2, p.103. 
55 Ho15 Meyer-Reumann, No.8, p.21A. 
5~' MOharnad ElFage, No 22, pp.33-35. 
175 
interest charged by banks had nothing to do with the Riba mentioned in the Koran and 
therefore should not be banned. "(My study) is not a religious ruling but rather a call to those 
who have the right to make ruling to find a reasonable solution which would guarantee Saudi 
Arabia an effective financial system within the rules of Islamic laws" he wrote.°' 
[slam and Islamic banking pose two threats to the Kingdom's Western styled, 
interest-based banking system. One danger is indirect and philosophical. By questioning the 
religious correctness of the Saudi banking system, the Fundamentalists themselves have 
different goals. At least. they want the licensing of Islamic banks in the Kingdom; at very 
most they would abolish all existing structure that deal in interest. Both courses are presently 
deemed unacceptable by the Saudi ruling elite, who have been responsible for setting in 
place of the present banking system and who have been Left trying to explain away the 
anomaly of why their country, the self=styled guardian of Islam, has no licensed Islamic 
banks. Second danger, Islamic banks, although not licensed by SAMA. has already begun 
operating in country, readily taking the deposits of religious Saudis despite the absence of 
any regulations or safeguard. The lack of both is potential disaster. 
Islamic banks are another feature of the Saudi banking system. In other SA.MA's 
reason, has consistently refused to license Islamic bank for political reason, nothing that the 
creation of an Islamic bank would mean the existing twelve are un-Islamic, an untenable 
proposition. On the other hand. SAMA and the country's rulers cannot publicly come out 
against Islamic banking, especially when they are involved in an ideological baMe with their 
own fundamentalists. And to issue Islamic banking license, thereby making the cxisling 
banks un-Islamic, is also fraught with too many dangers, especially as the ruling house has 
been the major proponent, albeit quietly, of the country's interest based system. -[here are no 
easy answers. 
57 Peter W. Wilson, No], p.135. 
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4.12.2 The Struggle of Dar AI-Mall Al-Island (DMI) and Al-Baraka 
The growth of DMI and AI-Barka in Saudi Arabia presented SAMA with a 
dilemma. Dar Al-Mall AI-Islami (DMI) whose founder is Prince Muhamnad bin Faisal, AI- 
Baraka Croup owned by Saluh Kamel. However, both are said to have concentrated on 
deposit tanking and murabaliah (trade financing), with more than Si billion said to be deposit 
with each. The agencys first reaction was to refuse to license them. Both ignored SAMA's 
slight. And rather than prohibit them from doing business. Despite the obvious violation of 
the Banking Control Law, which prohibits non-licensed banks from engaging in banking 
activities in the Kingdom, SAMA has done nothing to bring UMI and AI-Baraka under its 
control Instead the agency has turned a blind eye to their activities and to allow there 
operate unofficially and without license. The agency's action effectively created a two-tiered 
banking system that DMI and Al-Baraka quickly exploited. Roth expanded rapidly in 
Kingdom. opening new branches and soliciting deposits that were used for their growing 
international network. Al-Baraka's was indicative of their growth as within two years of its 
founding. the company had set up a bank and investment company in London, finance 
houses in Tunisia and Turkey, an investment company in Thailand and bank in Sudan. 
Mauritania, Bangladesh and Bahrain Sbl bwever, Prince Mohammed Bin Faisal was not 
allow lu open a Islamic banking network in his home country but proceeded to fund one 
internationally bearing his name that include the Faisal Islamic Banks of Egypt and the 
Sudan and Dar al-mal al-Islami in Geneva, an institution with exceeding 35 billion dollars". 
Although they encountered no difficulty in operating without license in the country, both 
also repeatedly to SAMA for licensing, this would grant them a certain degree of legitimate. 
But that suhjecl was discreetly dropped in subsequent report. The market is large and SAMA 
known that DMI is a serious business. It has 50,000 clients in Saudi Arabia. DMi officials 
se Nijazis and Trush's, Islamic Banking. A ends of Credibility, p.10. 
59 Rodney Wilson, No.6, p.61. 
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nonetheless remain optimistic about their chances. "DMI is the second in line to he made 
legal after Al-Rajhi". said one DMI official in 1988. 
•1.12.3 The Entrance of Al-Rajhi 
In Saudi Arabia Islamic Law is followed but Islamic banking was not permitted until 
1987. fhe first permit granted to an Islamic bank was in March 1987. when SAMA obligated 
the largest money changer in the Kingdom. the Rajhi Company for Currency Exchange and 
Commerce to become a bank. Rajhi insisted that the company must be granted special 
Islamic status to continue in\esting its costumers' deposits.60 The battle over Islamic banking 
in Saudi Arabia escalated in 1988 when the countr\'s leading changer. the AI-Rajhi 
Company for Currency Exchange and Commerce, was Finally converted into the country's 
first Islamic bank, the AI-Rajhi Banking and Investment Corporation (ARABIC). The battle 
over Al-Rajhi was it length, one as SAMA and the Ministr\ of Finance fought for more than 
five \ears to extend their control over the giant money changer without giving it a banking 
license. In the end, they had no option but to accede to the general demand the Al-Rajhi be 
brought into the system. Although AI-Rajhi was prohibited by SAMA from calling itself 
Islamic. because if AI-Rajhi was to he given a license and designated and Islamic bank. this 
would impI that the other financial institutions were non-Islamic, after `,ranted a license on 
condition that AI-Rajhi refrained from using 'Islamic' in title. Subsequently, the AI-Rajhi 
Banking and Investment Corporation became the world's largest Islamic commercial 
organization "+ith assets worth Over 10 billion dollars. B 2000 it had become the most 
profitable bank in Saudi Arabia, with 363 branches, 457 cash dispenser machines, the largest 
6o The Middle East Journal, 1990, p.237. 
61 Peter W. Wilson, No.7, pp.183-184. 
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branch network in the Kingdom and 2.2283 electronic point-of-sale facilities in retail 
establishment."' 
4.12.4 Position of Islamic Banking and Financial Services 
The Saudis elite and SAMA watched in alarm as interest in Islamic banking grew, 
spurred In part by the recession and subsequent co ntraetlon of credit by the regular 
commercial banks, which further deepened most Saudi's traditional distrust of Western-style 
banks."' The deposit growth of Islamic banks have been higher than the Saudi banking sector 
as seen the CAGR growth of 17.4% seen in the report 2002-05 as compared to 129% 
recorded by the Saudi banking sector for the same period, Bank AI-Iaaira too grew by a 
CAGR of 37.2% in the same period, albeit over a small base. As a result of higher .spreads, 
the profitability growth of Islamic banks too is markedly higher than their conventional 
peers.6° About a quarter of Saudi Arabia's Assets are held in the Islamic sector. In Saudi 
Arabia some 95% of all new borrowing (both business and consumer finance) in first  
quarter 2004. Islamic banking account for 20%o of deposits in Saudi Arabia was done on an 
Islamic Finance basis. In 1999. the size of the Islamic investment market in Saudi Arabia 
was estimated at nearly USSNO billion. 
The "'pure-play" Saudi Islamic banks have a clear competitive advantage over their 
conventional competitors. While conventional banks attract all kinds of depositors. Islamic 
banks' customers are more sensitive to the Islamic Shari'ah principles. As a result, Islamic 
banks have access to larger volumes of Non-Interest Bearing (NIBS) relative to their asset 
size, than do the conventional banks. This leads to very high spreads for the Islamic banks as 
a consequences, many conventional banks have developed Shari'ah-compliant un- 
5~ Radnev Wilson, No.6, p.61. 
63 Peter W. Wilson, No 7, p.194. 
A Glnbgl Aesearoh Saudi Arabia Banking Sector, September 2006, p.9. 
s' Salahuddin Ahmed, No.2, p.103. 
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remunerated deposits in recent years. This is particularly true in Saudi Arabia, where 
conventional banks target aggressive Shari'ah compliant deposits through Islamic Windows. 
It is to be noted that most bank in the kingdom have launched Islamic banking product, 
either through a separate Islamic Window or subsidiary. Islamic banking is turning into fast-
developing, highly-profitable banking product.°s All domestic banks in Saudi Arabia are now 
actively developing their Islamic finance capacity and that gro\slh in Islamic banking 
outstrips that of the conventional one. In the opinion of an eminent banker, "all conventional 
Saudi banks have Is lmnic windows"' 
It can be summarized that, there are 12 banks of Saudi Arabia, three banks are wholly 
owned by Saudis Such as The National Commercial Bank (NCB), Al Rajhl Bank (RAJI11) 
and Riyad Bank. There are nine foreign joint ventures banks as The Saudi British Bank 
(SABB). Saudi Investment Bank (SAIB), A linma bank, Banque Saudi Fransi (RSF), Samba 
Financial Group (SAMBA), Saudi Hollandi Bank (SHB), Arab National Bank (ANB), Bank 
AlBilad and Bank AlJazira (BJZ). 
For Islamic hank license was allowed only to one bank AI-Rajhi bank, the first 
Islamic bank of Saudi Arabia and the world's largest Islamic bank. At the end of the 2006. 
there are three Islamic retail banks (Al-Rajhi, Al-Jazira and .Al-Riled) reported all their 
operations were conducted in a Shairi'ah-compliant manner (full pledge)68. While, nine other 
Saudi Arabia banks conduct a portion of their business along Islam is lines, keeping separate 
from other operations and there are Islamic window to provide a Shari'ah-compliant service 
and production for client.9F In addition, a number of banks offer Shari'ah-compliant products 
ve Globa Research Saudi Arab la Baddn€ Sector, September 70€6, p.9. 
br Salahundin Ahmed, No 2, p.103. 
ea Sutan Emir Hi day at, Suli man Abdulrahman Alhop Public Awarness on Corporate Social Responslbl lilies of 
Saudi Islamic Banks in Ba' Inte rna tic ,  al Conference on Islamic Economics and Finance. Center fur Islamic 
fcunomics and Finance, Qatar Faulty of Islamic Studies, Qatar Foundation. 
°a Salahuddin Ahmed, No.2, p-103- 
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through dedicated branches or divisions. All banks base their portfolio decisions on the 
advice of internal Shari'ah advisory boards. 1 heretbre all Saudi Arabian commercial banks 
are involved in Shari'ah-compliant ftnance, albeit with different strategies." 
The thrust of this chapter has been studied the banking system in Saudi Arabia since 
the oil discovery. It attempts to examine the starting of Money Exchanger to serve for 
pilgrimage until transferring to 'Bank" which Money Exchanger did not cover all the 
banking activities required in a modern society. Resides, further the structure the banking 
system In the country has been examined It can be divided into two sectors as 'Specialized 
Credit Bank and 'Commercial Bank as well as the establishing of Saudi Arabian Monetary 
Agency {SAMA) as the central bank of Saudi Arabia. The Saudization for foreign banks, this 
is a milestone of banking system in Kingdom history in an attempt to convert foreign bank 
into a Saudi joint stock company with Saudi participation of 60 percent. This procedure has 
been known as "Saudization". Significantly, this chapter has been concentrated for the 
coexistence of conventional and Islamic bank issue which still remains unresolved. There are 
ambiguities in SAMA which faces the dilemma as to how manage banking in Saudi Arabia 
without violating Islamic code. Ilenee, the focus is to discuss and address sonic of these 
issues. 
rn  IMF, Saudi Arabia: Financial System Stability Assessment, including Reports on the Observance of 
Standards and Codes on the following topics, Monetary and Financial Policy Transparency, Banking 
Supervision, and Payment Systems, IMF Country Report No U/199, International Monetary Fund tune 2006, 
P.M. 
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4.13 Saudi Banks Profile 
1. AI-Rajhi Bank (Alrajhi) 
Founded in 1957. AI Rajhi Bank is one of the largest Islamic banks in the world with 
total assets of SAR 184 billion (US 49 ho), a market capital of over USS4 billion, employing 
7,500 associates. With over 50 years of experience in banking and trading activities, the 
various individual establishments under the Al Rajhi name were merged into the umbrella 
'AI Rajhi trading and exchange corporation in 1978 and it was in this year that the bank was 
also established as a Saudi share holding company Deeply rooted in Islamic banking 
principles, the Sharia compliant banking group is instrumental in bridging the gap between 
modern financial demands and intrinsic values, whilst spearheading numerous industry 
standards and development. With an established base in Riyadh, Saudi Arabia. Al Rajhi 
Bank has a vast network of over 466 branches. 2,750 A"IM's. 21,000 FOS terminals installed 
with merchants and the largest customer base of any bank in the Kingdom_ As one oft 
leading and most progressive banks in Saudi Arahia, Al Rajhi Bank recorded not income 
profit of SAR 6,771 million (equivalent to US$ 1,8 billion) in 2010.'' 
The first permit granted to an Islamic hank was in May 1988, when SAMA oblignfetl 
the largest money changer in the Kingdom, the Rajhi Company for Currency Exchange and 
Commerce. to become a bank. Therefore, this is the first Islamic bank of Saudi Arabia. AI- 
Rajhi is something of an anomaly In the Kingdom's banking system. Of the twelve 
commercial banks, it is the sole "Islamic" bank an assertion that is derided by some. 
However, its claims were taken seriously enough by SAMA, which prohibited the former 
moneychanger to use the word Islamic in its new corporate title." 
11 Al Nalhi Bank: I'iess Pack: January 2011, p3. 
71 Peter W. Wilson, NO.7, p.14- 
Table 4.4: Financial Statement of AI-rajhi Bank 
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Islamic Banking Financing Terminology 
At Al Rajhi Bank we are fully committed to providing comparable financial of erings 
at competitive prices, using structures and terminology which respect Sharia law directives, 
below are some explanations of different transaction types and their description. 
'Transaction type: i\lurabahah 
Description: The bank buys an asset, whose ownership is transferred (solo) to the 
client. \vho ttsuall\ provides collateral. The bank receives deferred payments from the client 
equivalent to the original sum plus an additional amount. Usually this is reflected as a type of 
loan. 
'Transaction hpe: Mudarabah 
Description: A profit-sharing agreement. A standard Islamic transaction between two 
parties in \,+hich one parts. the investor, provides capital for a venture project while the other. 
the entrepreneur, using his entrepreneurial skills. utilizes the capital to generate a profit. 
Profits arising from the mudarabah are distributed between the in\estor and entrepreneur 
according to a pre-determined ratio and any losses are borne by the investor alone. This is 
frequently used in corporate debt issues. 
'Transaction type: Musharakah 
Description: Partnership. A standard Islamic transaction in which two or more parties 
enter into any one of several related types of partnerships. In a typical musharakah 
agreement, 10 or more parties agree to provide capital (ra's mal) towards the financing of a 
commercial venture, share profits according to a stipulated ratio and share losses on the basis 
of eyuit\ participation. 
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Transaction type: Musharakah 
Description: An Islamic leasing contract. Instead of lending money and earning 
interest. Ijarah allows the bank to earn profits by charging rentals on the asset leased to the 
customer. 
Transaction type: Istisna 
Description: Used for construction (manufacturing contract). I he Bank assists in the 
construction of the unit on a piece of land either owned by the customer or purchased on 
behalf of the customer. The customer owns the property on loan repayment. 
Transaction tN- pe: Takaful 
Description: Islamic insurance based on the principle of mutual assistance. Takaftil 
provides mutual protection of assets and property and offers joint risk-sharing, in the event of 
a loss by one of the participants. Takaful is similar to mutual insurance in that members are 
the insurers as well as the insured. 
Transaction type: Sukuk 
Description: Liquid, asset-hacked. tradable treasury instrument (bond).'' 
2. Al-,Jazira Hank 
Bank Al-Jazira (BAJ) vas the first joint venture bank formed in Saudi Arabia when 
the branches of the National Bank of Pakistan (NBP) were nationalized in 1975.74 Bank Al-
Jazira as formed on 19 June at the first joint-stock bank in the Kingdom of Saudi Arabia by 
taking over the operation of National Bank of Pakistan, which had three branches at that 
time. The bank formall\ commenced operation on 6 October 1976. The initial capital of 
73 Al Raihi Bank: Press Pack: January 2011, pp.17-18. 
7`  Peter W. Wilson, No.7, p.88. 
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SR I O m as increased to SRSO m in 1978 and finally to SR 100 m in 1980.7 Bank A lJazira 
(the Bank) formed pursuant to Royal Decree number 46/M dated Jumad Al-Thani 12, 1395H 
(June 21. 1975). takeover of The National Bank of Pakistan's branches in the Kingdom of 
Saudi Arabia and operates under commercial registration number 4030010523 dated (July 
27. 1976) issued in Jeddah. through its 50 branches (2009: 48 branches) in the Kingdom of 
Saudi Arabia and employed 1.616 statf(2009: 1795 staff). The Bank provides its customers 
Shari'ah compliant (non-interest based) banking products comprising of Murabaha, Istisna'a. 
Ijarah and Tawarad, which are approved and supervised by an independent Shari'ah Board 
established by the Bank. In accordance with new regulator requirements in Saudi Arabia. 
the Bank has transferred asset management activities to AlJazira Capital Company during 
2009. , 
Shari'ah (Troup 
Shari'ah Group continues its efforts to create awareness about Islamic banking and 
finance. The Islamic image of the Bank was promoted by the Group with the full support of 
the Shari'ah Board throughout the year through the dissemination of core concepts about 
Islamic banking within and outside the Bank. The Group provided support services to all 
internal and external stakeholders of the Bank. During 2010 a total of 70 written inquiries 
were received and 94 replies. instructions and guidelines provided: main support was 
extended in the form of review of Shari'ah compliant Islamic Product contracts and offerings 
of Retail Banking. Corporate Banking and Treasure groups. Some of the product proposals 
initiated last year by the Shari'ah Group have been conceptually accepted by the business 
stakeholders and are at diticrent stages of implementation. The Group conducted Shari'ah 
compliance audit of Bank's transactions and reported the gaps observed in its internal reports 
to all related internal stakeholders. The Shari'ah Compliance Division's strategy this year 
75 Abdulaziz M. al-Dukheil, No.10, p.162. 
76 Al-jazira Annual Report 2010, p.41. 
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was to create awareness among the ne%% joiners and staff by advising them to rectify 
unintentional mistakes, errors and omissions rather than booking the same in our regular 
internal Shari'ah audit reports. This approach helped to bring down the non-Shari'ah 
compliance issues to a minimum manageable level. Bank Aljazira's Shari'ah Board also 
examined the Financial Statements for the period ending on 31st December 2010, as well as 
principles obser'ed. transaction contracts made and products introduced by the Bank during 
the same perio(l, so that the Shari'ah Board can deliver opinion, tatwa. guidance and 
necessary decisions. It is the Bank Aljazira Executive Management's responsibility to make 
sure that Bank Aljazira is operating in compliance with the regulations and principles of 
Islamic Shari'ah. The Shari'ah Board's responsibility is restricted to providing an 
independent opinion based on their inspection of the Bank's operations through the Shari'ah 
Group and provide a report to the General Assembly. It can be performed the said inspection 
to obtain all information and interpretations that was considered necessary to provide us with 
sufficient evidence to give reasonable certainty that the Bank has not violated Islamic 
Shari'ah rules and principles. In opinion: 
I ) Contracts, operations and transactions made by the Bank during the above mentioned 
period covered by this report are in the whole compliant with Islamic Shari'ah. Directions 
were given for correction. "here required. 
'_ i All gains made through Shari'ah non-compliant sources or methods have been 
deposited in separate accounts to be disposed of on charitable purposes. 
3) I he Board noticed that the Bank is still using accounting terminology such pis loans, 
advances and deposits (with reference to Murabahah) in their Financial Statements and 
notes. 
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4) l he Board noticed that the Bank is still keeping SAMBA shares acquired as a 
settlement with a client although the Board has conlirmed the necessit\ for disposal of such 
shares as soon as possible. 
5) [he Board was not certain about the %\a\ Shari'ah Zakat was calculated in the Bank's 
2009 Financial Statements. The Bank should task the chartered accountant to prepare the 
Bank's Zakat Base in accordance with Shari'ah criteria, to calculate the amount of Zakat due 
on each share, and to present the same to the Shari'ah Board for approval. This remark vas 
also made in our report last year. 
Table: 4.5: Financial Statement of Al-jazira Bank 
Financial Statements 
2008 2009 2010 2011• 
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77 Ibid, pp.19-28. 
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3. Bank Al-Bilad 
Bank Al-Hilad (the "Bank"), a Saudi Joint Stock Company incorporated in the 
Kingdom of Saudi Arabia, %%as formed and licensed pursuant to Ro.al Decree No. 
M/48 dated 21 Ramadan 1425H (corresponding to November 4, 2004), in accordance 
with the Council of Ministers" resolution No. 258 dated 18 Ramadan 1425 H 
(correspondin<, to Novemher I. 2004). The Bank operates under Commercial Registration 
No. 1010208295 dated 10 Rabi Al Awal 1.12611 (corresponding to April 19, 2005) and its 
Head Office is located at the following address: Bank Al-Bilad P.O. Box 140 Riyadh 
11411 Kingdom of Saudi Arabia 
AI-Bilad Investment Company" and "AI-Bilad Real Estate Company" (collectively 
referred to as "the Group"). The Group's objective is to provide a full range of banking 
services. financing and investing activities through various Islamic instruments. The 
activities of the Bank are conducted in accordance with Islamic Shari'ah and within the 
provisions of the Articles and Memorandum of Association, by-laws and the Banking 
Control La%\. 
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The Shari'ah Authority 
Activities are monitored h% an independent Shari'ah authoritN established by the 
Bank. I he Bank provides these services through 82 banking branches (2010: 75) and 
126 exchange and remittance centers (2010: 104) in the Kingdom of Saudi Arabia. The 
Bank has established a Shari'ah autht rite, ("the Authority'). It ascertains that all the Bank's 
activities are subject to its approvals and controL78 
Table 4.6: Financial Statement of AI-Bilad 
Financial Statements 
SAR ' ' 	 2000 	2009 	2010 	2011• 
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78 Al-Bilad, Financial Statement 2011, p.9. 
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4. National Commercial Bank (NCB) 
National Commercial Hank was the first to use the word "bank" in its title in I9~3 the 
offer marked contrasts in style, management and strategies'''. The \lahfouz and the \'tusa 
Kali families to petition the King for permission to establish a bank in 1938 With their 
background as mone\-changers they had the foresight to create the NCB in the hope that it 
\, ould• amongst other thing. act as banker to the Saudi royal family (in the absence ofcentral 
hank) and also take business from the other money. tt0 The bank is a joint liability partnership 
compan\ to carry out banking operations both within and outside the Kingdom of Saudi 
Arabia. The hank follows generally accepted accounting principles as well as the regulations 
issued by SAMA and the banking Control Law. The paid up capital of the bank remained at 
SR3O.23 m throughout the 1990s.81 
I he National Commercial Bank (the Bank) is a Saudi Joint Stock Company formed 
pursuant to Cabinet Resolution No. 186 on 22 Dhul Qida 1 117H (30 March 1997) and Royal 
79 Peter W. Wilson, No.7, p.63. 
8e John R. Presley, Rodney Wilson, No.4, p.18. 
81 Abdulaziz M. al-Dukheil, No.10, p.182. 
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Decree No. X1,19 on 23 Dhul Qida 1417H (31 March 1997). approving the Bank's 
conversion from a General Partnership to it Saudi Joint Stock Company. The Bank 
cOtnmeflreLI business as it partnership under registration certificate authenticated by a Royal 
Decree on 28 Rajab 13691-1 (15 !eta) 1950) and registered under commercial registration No. 
4030001588 issued on 27 Dhul Hijjah 1376H (24 July 1957). The Bank initiated business in 
the name of The National Commercial Bank" under Royal Decree No. 3737 on 20 Rabi 
Thani 137311 (26 December 1953). The date of 1 July 1997 was determined to be the 
et'llecti%c date of the Bank's conversion from a General Partnership to a Saudi Joint Stock 
Company. The Bank operates through its 288 branches (2010: 284 branches). 7 corporate 
service centres (2010: 6 centres) and 25 Quick Pay remittance centers (2010:13 centers) in 
the Kingdom of Saudi Arabia and two overseas branches (Lebanon and Bahrain) in addition 
to the subsidiaries as detailed below. The Group's Head Office is located at the i'ollov%ing 
address: The National Commercial Bank Head Office King Abdul Aziz Street P.O. Box 
3555 Jeddah 21481, Saudi Arabia wvvw.alahli.comS2 
Fable 4.7: Financial Statement of National Commercial Bank (NCB) 
Financial Statements 
'SAP^ ^n1 	 2008 	2009 	2010 	2011• 
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E 
82 The National Commercial Bank Annual Report 2011, p.42. 
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Islamic Operation 
NCB anrnounced that it \'a) con'erting its retail business in to an Islamic operation h% 
the end of 2Ot S and airead" 1 1 I of its 22 branches are dedicated to Islamic tinance. NCB is 
the second large bank in the country in terms of volume of Islamic banking transactions. Its 
corporate services are set to folio%% suit in the longer term to tap growing demand for Islamic 
financial services. The banks' retail sector is already 80 percent Islamic. It launched its new 
corporate identity that matches its vision to be the preferred provider of' financial services 
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with the aim of being an innovative leader in Islamic banking across the region. But NC13 
may not transform into a purel> Islamic hank.s ' 
Financing Products in Compliance with Shari'ah Rules 
In addition to conventional banking products. the Bank offers its customers certain 
non-special commission based financing products that comply with Shari'ah rules. These are 
approved and overseen by the Bank's Shari'ah Board. 
I Nlurabahah is a Shari'ah-compliant form of financing where the Bank, based on 
requests from its customers. purchases specific commodities and sells therm to the customers 
at an agreed-upon price equal to the Bank's cost plus a specified profit margin, which is 
payable on a deterred basis in agreed-upon installments. 
2 Ta\ seer: Tayseer A lahli is a Shari'ah-compliant financing instrument introduced by 
the Bank for customers in need of cash financing. It involves the Bank buying commodities 
from international or local markets and selling them to customers at agreed-upon deferred 
installment terms. Customers. on their own, or by appointing an agent, resell the 
commodities to third parties for cash. 
3 Ijara with a promise to transfer ownership. Ijara is a Shariah-compliant form of 
financing \\- here the Bank. based on requests from customers, purchases assets with agreed-
upon specifications on a cash basis and leases them to customers for an agreed-upon rent to 
be settled in agreed-upon installments. In the Ijara contract. the Bank promises to transfer 
ownership of the assets to its customers at the end the lease periods, either by sale at nominal 
prices or in the form of grants. 50 Notes to the Consolidated Financial Statements3 I 
December 2011 
83 Salahuddin Ahmed, No.2, pp.105-106. 
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4 Istisna is a contract for the acquisition of assets to be manufactured in accordance 
With customer specifications. The Bank signs Istisna contracts 	th customers to provide 
specified assets at agreed-upon prices (equal to the Bank's cost plus a specified profit 
margin) and payment terms. The Bank then signs parallel Istisna agreements with 
manufacturers for the delivery of these assets in return for settlement of the costs by the 
Bank. All the above Shari'ah-compliant financing products are accounted for using IFRS and 
in conformity with the accounting policies described in these financial statements. They are 
included in loans and advances. 
5 Shari'ah-compliant deposit products, the Bank offers its customers certain deposit 
products that comply with Shari'ah rules. These are approved and overseen by the Bank's 
Shari'ah Board." 
5. RiNadh Bank 
Ri\,idh Bank, which as founded in 1957 as the first Saudi Joint Stock bank, has 
made one of the more remarkable turnarounds among the Kingdom's commercial banks. A 
quarter of a century later, Riyadh is the Kingdom's second-largest bank in terms of assets 
and the largest in terms of capital and reserves.85 The bank made attempts to contain 
expenditure, and in the process rationalized manpower, for several \ears in succession. It 
also took the initiative in providing an extended range ot'services to personal and corporate 
clients. I he bank also expanded the Method and Operations Divisions in its mandate to 
improve customer service by standardizing branch banking procedures.' 
Rivad Bank (The "Bank") is a Saudi Joint Stock Company incorporated in the 
Kingdom of Saudi Arabia, formed pursuant to the Royal Decree and the Council of 
Ministers Resolution \o. 91 dated I Jumad Al-A\wal 137711 (corresponding to November 
84 The National Commercial Bank Annual Report 2011, p.53. 
85 Peter W. Wilson, No.7, p.66. 
86 Abdulaziz M. al-Dukheil, No.10, p.129. 
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23. 1957G). The Bank operates under commercial registration No. 1010001054 dated 25 
Rabi Al-Thanni 137Th (corresponding to November 18. 1957G) through its 241 branches 
(2009: 216 branches) in the Kingdom of Saudi Arabia, a branch in London-United 
Kingdom. an agency in Houston-United States. and a representative office in Singapore. The 
Bank's Head Office is located at the address: Rivad Bank P.O. Box 22622 Riyadh 11416 
Kingdom of Saudi Arabia. The objective of the Bank is to provide a bill range of banking 
and investment services. The Bank also provides to its customers Islamic (non-interest 
based) banking products which are approved and supervised by an independent Shari'ah 
Board established by the Bank.87 
Table 4.8: Financial Statement of Riyadh Bank 
Financial Statements 
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C 
E 
87 Riyad Bank Annual Report 2010, p.66. 
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Islamic Banking 
The Islamic Banking department is continually implementing services and 
developing Shari'ah based banking products. using methods approxed by the Islamic 
Banking-, Shari'ah committee. Consequently, the number of Islamic banking branches was 
increased to 115 to meet our customers' needs. All Islamic banking products. procedures and 
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related brochures were reviewed and updated. plus a number of public clients' meetings N%ere 
held .%ith members of the Shari'ah committee, and 300 employees were trained in Islamic 
hank ing.8 ' 
Non-interest based banking products 
In addition, to the conventional banking. the Bank offers its customers certain non-
interest based banking products, which are approved b\ its Shari'ah Board. These products 
include Murabahah, Tawarruq, Istisna and ljarah. These banking products are accounted for 
using IFRS and are in conformity with the accounting policies described in these 
consolidated financial statement.s ' 
6. Saudi Investment Bank (SAIB) 
the bank was established as Saudi Investment Banking Corporation on 23 June I976. 
Ii a et up to assist in the continuing economic, industrial and agricultural development of 
the Kingdom by providing banking services for business enterprises with a special emphasis 
on medium-term financing. In contrast to the other commercial banks in the Kingdom of 
Saudi Arabia, Saudi Investment Bank did not apparently tiel the urge the grows in terms of 
its network of branches. This was in line with its corporate philosophy of providing banking 
services to business enterprises with a special emphasis on medium-term financing an 
approach derived from the bank's original mandate to assist the economic, industrial and 
agricultural development of' the kingdom. As a result, the number of branches remained at 
onl\ three during the 1980-84 periods." 
The Saudi Investment Bank (the Bank), a Saudi Joint Stock Company, was formed 
pursuant to Royal Decree No. v1/3 I dated 25 Jumada II 13961-1. corresponding to June 23. 
88 Ibid. p.37. 
89 Ibid, p.77. 
90 Abdulaziz M. al-Dukheil, No.10, pp.143-144. 
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1976 in the Kingdom of Saudi Arabia. The Bank operates under Commercial Registration 
No. 101001 1570 dated 25 Rahie A"N al 139711, corresponding to March 16, 1977 through 
its 48 branches (20)0: 45 branches) in the Kingdom of Saudi Arabia. The address of the 
Bank's Head Office is The Saudi Investment Bank Head Office P. O. Box 3533 Rivadh 
11481. Kingdom of Saudi Arabia The objective of the Bank is to provide it full range of 
banking services. The Bank also provides to its customers Islamic (non-interest based) 
banking products, which are approved and supervised by an independent Shari'ah Board 
established b) the Bank.91 
Table 4.9: Financial Statement of Saudi Investment Bank 
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91 Saudi Investment Bank Annual Report 2011, p.8 
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Saudi investment Bank announced that it would concentrate on Islamic banking. The 
Dubai-based Emirates Bank established its first branch in Saudi Arabia in September 2004. 
An agreement has been signed between Saudi Bashair Holding Company of Jeddah and a 
Zamin Leasing Mudarbah to set up a leasing company in Saudi Arabia, which would handle 
Ijara. vlusharakah. and Murahahah transaction. Necessary applications would be made to the 
Saudi Foreign Capital Investment Authority and Saudi Arabia Monitoring Authority for this 
purpose. With the sponsorship of Bashair Group and professional management to be 
provided by Al Zamin, the proposed leasing company is expected to handle significant 
business initially in Jeddah and later in other major cities of Saudi Arabia.''' 
Non-interest Based Banking Products 
(i) Turalafiafi - an agreement whereby the Bank sells to a customer a commodity or an 
asset. which the Bank has purchased and acquired. based on a promise received from the 
customer to buy. The selling price comprises the cost plus an agreed profit margin. 
92 Salahuddin Ahmed, No.2, pp.109-110. 
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(ii) Istisna - an agreement between the Bank and it customer whereby the Bank sells to the 
customer it developed asset according to agree upon specifications. for an agreed upon price 
(iii) Ijarah - an agreement hereb\ the Bank. acting as a lessor. purchases or constructs an 
asset for lease accordine to the customer request (lessee), based on his promise to lease the 
asset for an agreed rent and specific period that could end by transferring the ownership of 
the leased asset to the lessee. All non-special interest based banking products are accounted 
for in conformity with the accounting policies described in these consolidated financial 
statements.'' 
7..\rab National Bank (ANB) 
Formed on 13 June 1979 by taking over the operations of Arab Rank Ltd of Jordan. 
the hank commenced operations on 2 February 1980. The bank's share capital was increased 
from SRI 50 Ni to SR 300 m in 1988 and finally to SR600 in I990.'4 Fort\ percent owned b> 
the Arab Bank Jordan. AN13 as created in 1980 and rapidly embarked on a massive branch 
building scheme. In the first two wars of operations, more than 60 branches were opened. 
ANB another advantage as %yell: its close relationship with the Saudi Government by virtue 
of SAMA's 5 percent holding in its Jordanian parent. ANB's strategy has been simple: to 
maintain it consistently conser\alive approach to the Saudi market \\hile containing costs. 
(liven the legal uncertainties and vicissitudes of the country's econom>. that course seems 
prudent. ;BBB has continued to stri\e for lo\~-cost or free deposits \\hile channeling them 
outside to the in-hank market centered in Bahrain %\here it utilizes Arab Bank's office.''` 
Arab National Bank (a Saudi Joint Stock Company. the Bank) as formed pursuant 
to Ro'al Decree No. M38 dated Rajab 18,1399H (June 13, 1979). I he Bank commenced 
9{ Ibid p.71. 
3" Abdulanz M. at-0ulcheil, No.10, p.64. 
9s Peter W. Wilson, No.7, p.76. 
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business on February 2. 1980 by taking over the operations of Arab Bank Limited in the 
Kingdom of' Saudi Arabia. The Bank operates under Commercial Registration No. 
101 	) I 2 dated Rahi A'.al I. I 400 (January 19, 1980) throuh its 139 branches (2009: 
139 branches) in the Kingdom of Saudi Arabia and one branch in the United Kingdom. The 
address of the Bank's head office is as follows: 
Arab National Bank P.O. Box X6921 Riyadh 11 SG4Kingdon1 of Saudi Arabia 
The objective of the Bank is to provide a fifll range of banking services. The Bank 
also provides to its customers non-commission based banking products which are approved 
and super\ ised b\ an independent Shari'ah Board established by the Bank.'" 
Islamic Banking 
[he Islamic Banking Group develops and supports ANI3 and ANI3 Investment's 
Islamic banking services. It provides four key services to the business units: 
Product development: Developing Shari'ah-compliant products that provide financial 
solutions for all customer segments. In 2010. a range of finance, investment. and hedging 
products \\as successfull\ developed in accordance vvitll Shari'ah guidelines. 
Shari'ah compliance and Shari'ah hoard secretariat: The activities of business units 
and affiliates were reviewed to ensure compliance with Shari'ah board guidelines. The 
Shari'ah board reviewed compliance reports and approved a number of new products. 
[raining: During 2010. more than 559 bank employees were trained in Islamic banking and 
ANB's Shari'ah-compliant products. 
Branch conversion: This )car, eight outlets \ere either opened or converted from 
conventional banking to dedicated Islamic branches. In total. 97 branches, including 21 
96 Arab National Bank Financial 2010, p.6. 
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ladies sections, representing 56% of ANB's retail branch network, are no%% dedicated to 
providing Shari'ah-compliant products and services."' 
Shari'ah compliant based banking products In addition to conventional banking, the 
Bank offers its customers certain non-interest based banking products. which are approved 
b\ its Shari'ah Board. All non-interest based banking products are accounted for using {FRS 
and are in conformity with the accounting policies described in these consolidated financial 
98 statements. 
-fable 4.10: Financial Statement of Arab National Bank 
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97 Arab National Bank Annual Report 2010, p.13. 
98 Arab National Bank Financial 2010, p.30. 
E 
u1 
203 
-.e-5;8 =ses 2 3 . 2D  ¶8% 
:a:r~:rtoeyaE_.'r 221'0 •54'. 435'< 144% 
fie: i->rrett ^c:-e bra:-; v:'e B' 	' <. 76 9 0 73 1 73 4% 
31  $94' 322'. 953% 
ryeEa'-^, 	a-:; Asses V,, 59'a 42'4 3 35%  
25'. 95'm 23°; 04% 
`.e:5o•aa. 3 5°. 34 32 32%  
Cs:: i-,:-e Ra: 38 3', 355'. 36 5`< 40 3% 
:PEXA., a;e Asses 1 5`. ' 4° 4'; 1 3'+, 
e I '.e _yens n G s-e 	 es 7 93 5°. 53 9°a 79 6. 75 1", 
2 : `c- aefir *. -~ .oa^s 294 1.921 2.329 2272 
c 	~a- ~7ss Fts*^A 
 
.333 'A5 2.194 2.761 
:toss -oars 34'. 2 9'. 3 3': 3.3%  
'P.. C: 	aye 3:3 3'. 75 9'. '.9 • 	. 21 5% 
z 	C'nsa fps 97 -3 2 '.1 	' 792 
E:..^yb Goss .:a,s td 7'. 21 2'. 22 5': 21 2% 
E: 	'., ,c- 	a Assets 134'. 131', 33. 126% 
29 4'. 33 3'. 5' 9'.. 52 3% 
%c-SWEPS SkR , 29 29 22 2E 
:c _sla: SV S S:.4! 141 16 3  3 155 
e:Pr.:e S:R1' 3' 2 424 37 7 29.7 
~ ~•_ec. Y-e : 26'. 1 9'. 29'. 42% 
37 152 159 115 
22 25 22 16 
Source: ('urnpam repurh S Global Research 2011 
8. Alinma Bank 
\linnta Bank. (the "Bank'. a Saudi Joint Stock Compan>. as tormed and licensed 
pursuant to Royal Decree No. M/15 dated 28 Safar 142711 (corresponding to March 28. 
2006). in accordance with the Council of Ministers' Resolution No. 42 dated 27 Safar 
142711 (corresponding to March 27. 2006). The 	Bank operates under Ministerial 
Resolution No.173 and Commercial Registration No.1010250808 both dated 
21:051429H (corresponding to May 26. 2008) and providing banking services through 
20 branches (2009: 13) in the Kingdom of Saudi Arabia. The address of the Bank's head 
office is as Alinma Bank Head Office P.U. Box 66674 Riyadh 11 86 Kingdom of Saudi 
Arabia.99 
Principal Activities of the Bank 
Alinma provides a comprehensive range of Shari.ah-compliant banking and 
investment services. An independent Shari'ah hoard was harmed b\ the founding 
99 Alinma Bank Annual Report 2010, p.41. 
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members of the bank on 12/1/1428 H. corresponding to 20/1/2007G. All banking activities 
are in accordance and compliance with Shiri'ah guidelines. Shari'ah board resolutions are 
strictly followed by all departments and employees of the bank.1 ' 
Alinma Bank is committed to conducting its business in compliance with Shari'ah. 
Article 48 of the bank's articles of association, stipulates that "all the company's business 
shall be subject to the provisions and controls of Shari'ah." The Shari'ah board provides 
guidance, supervision and monitoring of a] I businesses carried out by the bank. The Shari'ah 
board has the following three members, all of whom are specialized in the jurisprudence of 
Islamic finance and econornics.101 
Table 4.11: Financial Statement of Alinma Bank 
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9. Banque Saudi Fransi (BSF) 
I he bank was established as a Saudi Arabian joint-stock company on 4 June 1977 
with the takin~z over of two branches of Banque de I'IIIdochine et de Suet in the Kingdom. It 
commenced its activities on II December 1977. The share capital of the hank was raised 
from SR I 00 111 in 1977 to S 200 m in I979 and tinallR to SR400 rn in I9x7. The bank went 
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ahead %%ith a rapid branch expansion policy and expanded its activities in different fields of 
%%holesale and retail banking. It was acti\e it the Joan sNndi  cat ion market from the earl 
1980s. 	BSF is 40 percent o%\ ned b% the I rench bank and 60 percent b% Saudi shareholder,. 
BSF was the first joint venture bank to increase its capital the mid 1980. According to bank 
insiders, the move was coupled with renewal of Indosuez' technical services agreement 
(TSA I to manage the hank.10' 
Banque Saudi Fransi. Saudi Joint Stock Company, was established in accordance 
\\ ith the Ro\ al Decree No. mi 32 dpi 17 Jumada 11 1397 (4 June 1977). Following the transfer 
to it of operations that were carried out by Banque Indochine et de Suet in Saudi Arabia. 
Banque Saudi Fransi offciall commenced its operations on I Muharram 1397 (II Dec 
1977) under CR No. 1010073368 issued on 4 Safar 1410 (5 Sept 1989). The objectives of 
HaHque Saudi Fransi include the offer of banking products and services in addition to the 
offer of Islamic products approved b,. an independent legal panel. 
t04 
 
Bank continued to maintain its strong position in Islamic Financing and most of the 
high profile transactions have been signed under Shari'ah compliant structures. The compan\ 
began it, actin ities in the mid 2007 with focus on small loans for the purchase of cars and 
house-hold items. loan, are offered to the horro%\ers under Shari'ah-compliant regulations. 
Under the continuous branch expansion program, BSF has situated additional 
Branches in more accessible locations to broaden the reach of Kingdom wide sales 
distribution network. This was complemented with the installation of more ATMs in 
strategic locations. The physical sales distribution network totaling 104 is composed of 
81 trill-pledged Branches. 5 Fransi Connection or self-service Branches and 18 Ladies 
Sections. Four ne" Branches (Makkah Road Kilo 3 in Jeddah. Sweidi and AlYarmouk in 
Ri\adh and Mohammadi~ah in Dammam) \\ere opened in 2010 \ear. Makkah Road Kilo 3 
102 Abdulaziz M. al-Dukheil, No.10, p.151. 
103 Peter W. Wilson, No.7, p.71. 
104 Saudi Fransi Annual Report 2010, p.13. 
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and S~%eidi are Islamic Branches and the BSF's Branch network has II Islamic Banking 
Branches. toy 
Table 412: Financial Statement of t3anques Saudi Fransi 
Financial Ctntomcntc 
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10. Saudi American Bank (SAMBA) 
Formed on 12 February 198O by taking over the existing tow branches of Citibank, 
N.A. in Ri'adh and Jeddah. Saudi American Bank opened for business on 12 July 1980. The 
share capital of SR300 in as at the end of 1980 Has increased to SR600 m in 1988 by issuing 
bonus B.A. sold a quarter of its equity to two Saudi national agencies for social \>,elfare.10f, To 
mans hankin`o observers, the Saudi American bank (SAMBA) should be Saudi Arabia's 
premier financial institution. That it isn't regard as such by many is a tremendous point of 
consternation to Citibank and AAMBA officials. Its birth was nearl\ stillborn as the 
American giant, hich had only cone to Saudi Arabia in 1955, argued against 
nationalisation. SAMA refused to be moved and Citibank was given the ultimatum of 
lea'.in. or sta\ing. The lure of bid prof+t pro'.ed too tempting: SAMBA '.'.as created with 
Abdulaziz M. al-Dukheil, No.10, p.74. 
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Citibank holding 40% percent of its shares %%ith the remainder split among Saudi 
shareholders. It 
Samba Financial Group (the Rank). a Joint Stock Company incorporated in Kingdom 
of Saudi .Arabia, is formed pursuant to RoNal Decree No. M/3 dated 26 Rabic Al-Awal 
1400H (February 12. 1980). The Bank commenced business on 29 Shaa'han 14001-1 (July 12. 
1980) \\hen it took over the operations of Citibank in the Kingdom of Saudi Arabia. The 
Bank operates under commercial registration no. 1010035319 dated 6 Safar 1401 H 
t December 13. 1980) through its 65 branches (2006: 63 branches) in the Kingdom of Saudi 
Arabia and one overseas branch. ihe Bank employed 3,127 full time direct staff at the 
~carcnd i 1000(: 2.938). The Bank is listed on Saudi Arabian stock exchange and its Ilead 
Office is located at King Abdul Aziz Road, P.O. Box. 833, Riyadh 1 1421. Kingdom of Saudi 
Arabia. The objective of the Bank is to provide a full range of banking and related services. 
I'he Bank also provides to its customers non-interest based banking products that are 
appro\cd and supervised by an independent Shari'ah Board established by the Bank. 10 ' 
S.AN113A opened its first Islamic services branch in March 2004 in Makkah, which 
\could offer all banking services to companies and individuals including current and saving 
accounts. Gold and Diamond Samba services. Samba services for women and insurance. 
Samba financial Group was the lead manager for the USS2.35 billion bank financing for 
Fttihad Ettisalat Compan\. %\hich is the world's largest Islamic financing transaction. I'his 
Murabaha transaction it two tranches will partl fund the t'S$3.45 billion license fees 
besides contributing to operational cost projected to be US$I billion during the company's 
first sear in business. 1 
107 Peter W. Wilson, No.7, p.69. 
108 SAMBA Annual and Account Report 2007, p.34. 
log Salahuddin Ahmed, No.2, pp.110-111. 
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Islamic Banking Products and Services 
Samba Islamic Banking continued its business and earnings growth trend in 2007. 
through increase of market share and expansion of its customer base. This was achie%ed in 
partner hip '\ith other function: of the Corporate. Consumer and l reasur\ Group. which 
\%orked >cainlessly to deli\cr structured solutions to Islamic Bankint customers. Samba 
houses a dedicated Islamic Banking Division ( IBD) within its infrastructure that represents a 
horizontal cut across all major banking products and offerings including consumer, corporate 
and institutional offerings, commercial and SME financing, hedging. syndicated finance. 
project finance and capital markets. Samba has a %\ell-structured Islamic banking 
organizational set-up, which caters to all aspects of product de \ elopment, business 
de<elopment. Shari'ah compliance and audit. As a result. Samba has earned the distinction of 
being among_ the top tier providers of Islamic Banking products and ser\ ices, Saudi Arabia 
and beyond. The IRE) team works v,ith seamless connectivith with the bank's relationship 
and product teams originate structure and distribute large ticket transactions. Achievements 
during 200" include the launch of the first Islamic ladies Credit Card and the first Islamic 
co-branded Credit Card in the Kingdom. In addition, structured derivative linked Islamic 
investment products \sere introduced to provide attractive returns along with capital 
protection. fhe Islamic Banking branch net\\ork also grew with the addition of five Islamic 
Banking branches in 2007. The Shari'ah Supervisory Board is comprised of eminent scholars 
who are well aware of'business d\namics and continue to inspire and guide us in developing 
and promoting inno\ ative Shari'ah-compliant solutions. 0 
'13 SAMBA Annual and Account Report 2007, pp.16-17. 
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11. Saudi Hollandi Bank (SHB) 
Formed on 20 December 1976 with the taking over of the three branches of 
Altemene hank Nederland N.V in the Kinddorn. al-Saudi al-llQl1andi lank started operation 
on I August 1977. The share capital of the bank remained at the SR2 10 m level. with 
Algemene Bank Nederland N.V. holding 40% of it since 1980. In 1990 the bank as 
renamed Saudi I bllandi Bank and a new logo was adopted.' 11 
Saudi Hollandi Bank (the "Hank'), is a Saudi Joint Stock Company incorporated 
in the Kingdom of Saudi Arabia and was formed pursuant to Royal Decree No. M/85 dated 
29 Dhul Hijjah 1 396H (corresponding to December 20, 1976). The Bank commenced 
business on 16 Shaaban I397H (corresponding to August 1, 1977) v+hen it took o\er the 
operations of Algemene Bank Nederland N.V. in the Kingdom of Saudi Arabia. The Bank 
operates under commercial registration no. 1010064925 dated 6 Jumada II I407H 
(corresponding to Februar\ 4. 1987) through its 44 branches (2009: 42 branches) in the 
Kingdom of Saudi Arabia. The postal address of the Bank's head office is as: Saudi 
I lollancfi Hank 1' 0 Ho x 14(7 Ri adh 11431 Kingdom of Saudi Arabia. The objective of the 
Batik is to provide a fill range of banking and investment services. The Bank also provides 
to its customers Islamic (non-commission based) banking products \ihich are approved and 
supervised by an independent Shari' th Board established by the Bank." 
~tl Abdulaziz M. al-Dukheil, No.10, p.108. 
111 Saudi Hollandi Bank Annual Report 2010, p.34. 
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Islamic Banking and Finance Division 
I he Bank is pleased to report that the demand for Shari'ah compliant financial 
services continues to grow across all of the Bank's client segments. I he Bank's commitment 
to Shari'ah compliant financial services was acknowledged by the Asian Asset Awards 
2010 hich ax%arded Saudi Hollandi Bank the Best Islamic Project Finance Deal for it 
arranging landmark petrochemical project financing, in the Kingdom. In 2010. the Islamic 
Banking and Finance Division successtn{{v concluded a number of transactions for its 
curlpor,~te c!i:nts b oft' rin_ standard and customized financing and treasury solutions. In 
Retail Nankin-,. the Islamic Ranking and Finance DIN ision contributed to the launch of 
a series of new products. including the Islamic Saving Account, the Islamic Reward 
Points Program, the Islamic Share Trading Account and I lone Finance. Shari' au compliant 
principal protected structured deposits were added to the Islamic l reasury product offering. 
\1orcuer. seen new Shari'ah compliant funds were approved b\ the Shari'ah hoard in 
2010, two of which have been launched. The Islamic Banking and Finance Division 
conducted a comprehensive range of staff training sessions in 2010.11 ' 
Non-Interest Based Banking Products 
In addition to the conventional banking. the Group offers its customers certain non-
interest based banking products. \►hick are approved by its independent Shari'ah 
Hoard, as follows: 
(I) Murabahah is an agreement whereby the Group sells to a customer a commodity or an 
asset, which the Group has purchased and acquired based on a promise received from the 
customer to btu.. Me selling price comprises the cost plus an agreed profit margin. 
113 Ibid. p.20. 
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(ii) Ijarah is an agreement %%hereby the Group. acting as a lessor, purchases or constructs 
an asset for lease according to the customer request (lessee), based on his promise to 
lease the asset for an agreed rent and specific period that could end by transferring the 
ownership of the leased asset to the lessee. 
ii ► \1usharahah is an agreement between the Group and a customer to contribute to a 
certain investment enterprise or the ownership of a certain property ending up with the 
acquisition by the customer of the full ownership. The profit or loss is shared as per the 
terns of the agreement. 
(ir) Ta\sarrauLl is a form of Murabahah transactions where the Group pturchaes a 
commodity and sells it to the customer. The customer sells the underINing commodity at spot 
and uses the proceeds for his financing requirements. 
All non-commission based banking products are accounted for as held at amortized 
cost under 1FRS and are in conformity \\ ith the accounting policies described in these 
consolidated financial statements.'" 
12. Saudi British Bank (SABB) 
he Saudi British Bank t SA13B) achieved something ot'a coup in the fall of 1988: it 
was the first bank ever to be allowed to offer premium shares in floatation. That SAMA and 
the Finance and Commerce ministries agreed on the premium was ,ie\\ed as sontethim, short 
of a miracle, given the rigid regulation of the Saudi share market.''` Its share capital was 
increased form SR I00 m to SR30O m in 1979 and finally to SR400 m in 1988. In the 1988 
'1'Ibid. p.45. 
115 Peter W. Wilson, No.7, p.78. 
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flotation, the premium was SR 150 per-share with a face value of SRI 00. British Bank of The 
Middle East continues to hold 40% of the share capital.' lb 
The Saudi British Bank (SABB) is it Saudi Joint Stock Company and was established 
by Royal Decree No. M/4 dated 12 Safar 13981-1 (21 January 1978). SABB formall> 
commenced business on 26 Rajab 1398H ( I July 1978) with the taking over of the operations 
of The British Bank of the Middle East in the Kingdom of Saudi Arabia. SABB operates 
under Commercial Registration No. 1010025779 dated 22 Dhul Qadah 1399H (13 October 
1979) as a commercial hank through a network of 80 branches (2010: 81 branches) in the 
Kingdom of Saudi Arabia. SABB employed 3,123 staff as at 31 December 2011 (2010: 
3.389). The address of SABB's head office is as: The Saudi British Bank P.O. Box 9084 
Ri\adh 1 1413Kinydom of Saudi Arabia. The objectives of SABB are to provide it range of 
banking services. SABB also provides Shari'ah approved products, which are approved and 
super\ iced by an independent Shari'ah Board established by SABB.' 
Shari'ah Appro%ed Banking Products 
In addition to conventional banking. the Bank offers its customers certain Shari'ah 
approved banking products. which are approved by its Shari'ah Board. All Shari'ah 
appro\ed banking products are accounted for using IFRS and are in conformity with the 
accounting policies described in these consolidated financial statements.' 8 The SABB 
includes a branch in London and 13 exclusive ladies' branches. Four branches were 
con' cried to full dedicated Islamic banking branches. 119 
1b Abdullziz M. al-Dukheil, No.10, p.86. 
117 Saudi British Bank Annual Report 2011, p.45. 
118 Ibid, p.56. 
119 Salahuddin Ahmed, No.2, p.110. 
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The unique structure of Islamic financial products (Shari'ah Compliant Products) is 
quite distinct and places increased requirements on the flank to ensure that not only do they 
meet customer suitahilitN standard but that the internal Shari':ah compliance process if 
rohua. The impact of Shari'ah compliance failures would impact SABB s reputation and as 
a result SAt3B operates a dedicated Amanah Nanking team who control Islamic product 
urve1Qp aixi monitor ongoing compliance v+ith Shariah requirements. 
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Chapter 5 
Islamic Banking of Thailand 
5.1 Introduction 
Although Thailand is predominantl\ a Buddhist country. the regions bordering 
Malaysia have a large Muslim population. The Muslims are mainl\ concentrated in the 
provinces of Son .kla. Satun. Pattani. Ya(a. and Narathiwat. While about onl> about 4% in 
2004 (increasing 10% in 201 I ► of the country is Muslim. this community is nevertheless 
\seahh and influential. As a consequence Thailand boasts of more than 3000 mosques and 
more than 30 Islamic councils dealing with various aspects of Muslim liselihood. The rapid 
growth o Islamic banking worldwide has been a further impetus for Thailand to venture into 
Islamic bankin~L. l 
Most of Thailand's Muslim Population lives in rural areas, with over 80 percent 
concentrating in the five southern border provinces. The rest of them are distributed 
unevenly in the nation's capital and its environs, the urban centres of the northeast. and the 
north. The rural Muslims are. b definition, engaged in agriculture, most of them small-scale 
and ver\ traditional in their production method. There is absolutely no large-scale plantation 
of an t'pe ossned b% \lulling. Most of the cultivated land is inherited from ancestors. and 
not acquired h\ means of purchase. Thus, with landholding size becoming, smaller as the size 
of the population grows and urban areas expand. the Muslims ss ill be forced to migrate assa\ 
into more rural.2 The live mostly in the southern region. before the existence of Islamic 
1 Bala Shanmugam, Vignesen Perumal, Alfieya Hanuum Ridzwa, Islamic Banking: An International perspective 
(Malaysia: University Purta Malaysia Press Serdang 2004), p.119. 
2 Muhamed Ariff, Islamic Banking in Southeast Asia, the Islamic Banking option in Thailand (Surin Pitsuwan), 
(Singpore: Institute of Southeast Asian Studies 1988), p.164 
220 
bank of Thailand. Thai Muslims were depositing funds across the border in Malaysian bank 
due to the lack of Islamic banking facilities in the country.' 
5.2 The Thai Financial S stem 
I 	ugh t hailand a ne,,er a British colon\. it \\as a British o\\ncd hank \\hieh first 
introduced conventional banking in Thailand. While traditional more lending was common 
in Thailand. it was only in t 888 that it conventional bank was first established. The British-
owned Hong Kong and Shanghai Bank commenced banking activities in Thai land in I888. 
Noting the success of the Hong Kong and Shanghai Rank, the Chartered Bank of India, 
Australia and China tollo%\ed its footsteps in 1934. Next in line 	as the Ranglue de I' 
Indochina in 1987. The domestic or local bank as the Siam Commercial Bank, presently 
known as Thai Commercial Bank. established in 1906. 
5.3 The Financial Institution in Thailand 
The current structure of financial institutions in I hailand is shown in Table: 5.I the 
classitications of these institutions are based on business activities and are supervised by 
different authorities. (ienerally. these institutions belong to to groups i.e. banking and non-
banking institutions. Banking institutions include Bank of Thai land( HO] ). commercial 
hanks. international Banking Facilities (IRF). specialized banks ( i.e. the (io' ernment Saving 
Rank (tiSR). Bank for Agriculture and Agricultural cooperative (RAAC), EXIM Rank and 
the Go\ernment Housing Bank (GHB)). 
Table '.1: Financial Intuitions in Thailand and Related Regulator and Laws 
Item __ 	 Regulator 	 Related l 
the Bank f Thailand 	 Ministry of Finance 	lank of Thailand Act R.1.2485 and --I amended 
I 	C•ommrrcial banks -- Financial Institutions Businesses Act 
3 	Forerun Rank branches 	Hank ot {hailmd 	B.F.25{I 
.1 	Isuh i~trir  
3 Salahuddin Ahmed, Islamic Banking Finance and Insurance A global overview (Malaysia: AS Noordeen), 
p.250. 
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5 	Retai I Banks 
6 	Finance Companies Rank o . Financial Institutions BusinessesAct  13.f-..2'51 Credit Foncier ('om anies 
the Gu\ernment Saxings x  Ministry of 1•inanee / Bank of t.iusernment ti;►\ ings Bank :pct. 
Rank I hailand 13.1".248\1 
the Bank for .\ 	riculture an\t he Bank for .\eri~ulture ~linistr 	of finance- Bank of" 9 	acid Arricultural 
Thailand i\-rirultural ('oup rati\es :1ct. ( \Nf )lratr cs (B \A( _\) 
I he (iu%rmmcnt Ilousin Ministry ul" Finance! Bank of (;o ernmrnt I lousing Bank Art. 111 Rank Thailand  13.c 24%c, 
the Export-tnrport Rank of "Iltailand - the l:aport - Import Rank of 11 
 
Ministry of Finance. Bank of 
thailanl(E:XRI-Rank) - Thailand — -- 	-- - 	— - Act, B.[.2536  - 	 -- 	- 	~ .-smal] and ~lr~iiurn Small and \1r\liun► I:ntert~rrae nterprise I)eeIDprneut 1 2 NIini~tn of 	inanec. 	I3ankuf" I )es efulm►gint Bank u( heiland .\rt, tianl. of Ihailant IS\11. Thailand 	` Iinistn of InlustrN li.l 	':_t . Bank) 
Islamic Bank of 	I'hai (arid Art, 
13 	Islamic Rank of Thailand 
Ministry of Finance/ Bank of 
Thailand H.L2545 
the Small Industry ('re\tit Guar,nry1egi 
the Small Inclustr\ Credit 
Ministry of Finance Ministry 14 	(ivar:u►tee C'urporatiun of Industry Corporation Act. R.I. 2514 
(ti1E'GfA 
tiecondar\ Mortgage Ministr' of Finance' [dank of 
15 
 Fnxrgenr\ Decree un Secondary
Corporation gyration (SMC 1 Thailand Mortgage Corporation I3.L.25 IU 
hai Asset \lanaeement 
~linistn oft-finance 
F:mereencs Decree on the Thai ,\s.et 
I(' (•ur oration ( I AM O Management ('ur oration 13.1:.2544 
Asset Nianaucment Ministry of Finance,' Bank of I:mergenc\ Decree un the Asset 
Com tanieti hhaifaUht ManaCCment Com pans• R.t',.25-f I 
18 	\Tune\ Changers 
_• Ministry of Finance/ Bank of Exchange Control Act. 13.1•:.2485 • Thailand 
19 	Securities Com anies securities and Exchange  - the securities and 1::srhanue Art. 
\lutual Funci ~txna>rment 2U ('ummission 13.1.2;35 ('companies 	_ 
NIinistn of I inanLe,' Of lice \it" Lift Insur.►nce \r1. 13.1 	2i ii and 21 	I.iIc Insurance Ccmipanies Insurance Commission amended 
Cooperative Act, t3.1..2~ I t and  
22 	Agricultural Coo 	ratives the Department ul" 
(•uuperatI es Pr\m otion and 
"Cuolkrati~e t hr Urt~ann►rnt ul ?i 	tia rips(.oulkrati es 1uditing. Ministry of aetenkd 
Agriculture and Cooperatives 
24 Pr sident Fund Securities and Exchange provident Fund Art, H.E. 2530 Commission 
2 	`oiial Security Fund 	 Ministry ofl.abour 	Social Securit\ .\rt. 13.1:.253± 
26 	I';i\\nshups--- _ Ministry of Interior 	1'a~\n-shop .\a. I3.1:'iu5 and cunended 
Sources: Bank of thailand 2_0I I. ,\nnual Retort 
.4 [he Rank of Thailand (BO'F) (Central lank of Thailand) 
Initiallh. all central hanking activities \\ere perf'Ormed h the I had National Ranking 
Bureau. s~hich «as established in 1939. IIoever, these activities \\ere taken o\er b\ the 
central bank, i.e. the Bank ol"I'hailani f E3U I) upon its establishment in 19.12. Just like and" 
other central banks, the; 1301 is responsible in pQnnu1atin'o monctar\ pudic\. supervising, 
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financial institutions to ensure that the are secured and supportive of economic 
development, acting as banker as well as recommending economic polio, to the government. 
acting as banker to financial institutions. managing the international reserves, and printing 
and issuin-, hank notes. ► 
5.5 T-,pes of Financial Institution 
As shox\n in Table '.3, commercial hanks are the dominant Iinaneial institutions in 
l'hailand. In addition to undertaking traditional banking activities, commercial banks have 
obtained International Banking Facilities (IBF) licenses from the Central Bank thus 
expanding their scope of business. Although there are quite a feN\ branches of foreign 
commercial banks operating in Thailand, the local banks hold a larger proportion of the 
market share. 
Table 5.2: "Types of Financial Institution 
1.  I hai Commercial Banks 13 banks 
2.  Foreign Branch Bakns 18 banks 
3.  \e« IBFs S banks 
4.  PIE3Fs 6 banks 
5.  Finance Companies 18 companies 
6.  Credit Foncier Companies 5 companies 
7.  S 	ecialised Financial Institutions 6 banks. 4 companies 
8.  Res ectives Office in Thailand 20 institutions 
9.  Asset Management Compam (AMC) 16 companies 
Sources: Bank 'l ihailand 21)02. 	Rrpurt 
I'he next most dominant group of' financial institution after commercial banks group 
tends to be a collection Of institutions known as Specialized Financial Institutions. 
4 Sudin Haron, Kumajdi Yamirudeng, 'Islamic Banking in Thailand: Prospects and Challenges', International 
Journal of Islamic Financial Service, Vol.5 No.2, p.2. 
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Table 5.3: Specialized Financial Institutions 
	
No. 	j Specialized Financial Institutions 
I. 	Rank tier .Agriculture and .Airicuitural (boperati'es (B. AC ) 
xN N%%%.huac.or.th 
2. (n ernntent Il)usimg Bank ((ilili) 
\V \O .sh.or.th 
3. I he t;o%ernment SaViting Bank t(iSBB) 
4. E.xlxorl-Irnporl Bank of Thail,und (liXlv1) 
Sinai l and *Nledium Enterprise De~c1opment Bank of Thailand (SME bank) 
.snichank.co.th 
6. 
	Islamic hank ut' Ihailanki 
%\\%%\.ISIiI co.ttt 
i. 	The Industrial Finance Corporation of Thailand (II=C I ) 
I t t. co. t h 
8. .\sset \l,nagentenl Corporation (AM( ') 
\'.V, .assw.~+r.th 
9. Secondan Mortgage Corporation (SM1C) 
%%\V.SmCtiiai laud. corn 
IO 
	
1 hai Asset \lanagenient Corporal ion 
v w.Tantc.or.th 
Source: Bank of haitand 2003 .- nnual Retort 
It is interesting to note that the Islamic Bank of Thailand is included in this list. I he 
major players in this categor\ are however, the Bank of Agriculture and Agriculture 
Cooperati\es (RAAC'). the Go\ernment 1-lousing Bank and the Government Saving Bank. In 
addition to their normal commercial motives, these institutions also play an important social 
role in the Thai econom\. The BAAU is mandated to offer favorable financial assistance to 
the agrarian community. The Government Housing Bank. its primary role is to provide long-
term loans at lo\\ rates of interest to the less wealthy sections of the Thai cemenunil). The 
Government Saving Bank tierce, to cater for the small sayer. is able to tap rural savings.4 
5.6 History of Islamic Bank of T hailand 
I- his is viewed h\ scholars as the beginning of Islamic banking and finance in 
Thailand. Following this move. the idea of having separate funds to cater for the Ununah 
(Nations) spread lilirly rapidl\. B\ 1987 the Pattani Islamic Swings Cooperative was 
5 Bala Shanmugam, Vignesen Perumal, Alfieya Hanuum Ridzwa, No.1, pp.122-124. 
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estahi hmeiii. I he ,ucLxgi of this Cuoperati e %%hick as Shari'ah complaint encouraged 
the est.iblishinu, of f lirl ba,iC but sunilar financial institutions. I3% the sear 2001, four other 
Islamic Financial Institutions \sere established.`' 
I. fhe Ihnnu Af an Saving Cooperative (Pattani) 
II. The As-Siddiq Saving, Cooperative (Sonp.khla) 
	
Ill. 	the Sagaftah Islam Saving Cooperative (Krahi) 
IV. 	The al-Islamiah Saving Cooperative (Phuket) 
These Islamic cooperative societies have successfully established themselves as 
viable financial institutions in managing and mobilizing Muslims funds in this region. For 
example. total for Pattani Islamic Saving Cooperative at the end of 2001 were 90 million 
baht. while total asset for the Ibnu Affan Islamic Saving Cooperative x\ere 60 million haht as 
at the end of 2002.' 
\1 hile these institutions were basicall\ cooperative societies. lull-fledged banking 
operations 'sere also being implemented. In 1988. the Islamic banking product and serAices 
were first introduced to Muslims in Thailand \\ith the implementation of"lslamic \Window" 
b\ Government Saving Bank (GSI3) with in its premise to cater for those wanting to adhere 
to the precept of Shari'ah. Following its success. the Bank of Agriculture and Agricultural 
Cooperative (RAAC) established a similar feature at its Southern branches in 1999.5 The 
next major step in the progress of Islamic banking in I hailand was the setting up of a tlill- 
fledged Islamic branch by the state o\%ned Krung Thai Bank in 2001. The Krung Thai Bank 
is the first bank to set-up an 'Islamic Branch'. This branch offers a full range of basic 
banking products and services based on Islamic principles.`' 
6 I bd. 
Sudin Haron, Kumajdi Yamirudeng, No.4, p.7. 
8 Bala Shanmugam, Vignesen Perumal, Alfieya Hanuum Ridzwa, No.1, p.125. 
9 Sudin Haron, Kumajdi Yamirudeng, No.4, p.7. 
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Islamic Braking in Thailand 
In late 2001, the Thai Finance Ministry proposed the formation of the country's first 
Islamic hank, with the ministry holding up to 25 percent of the BtI billion capitals. A bill 
was tabled in the senate in Jnoc 2002 to establish an Islamic Rank in Thailand, The year 
2002 saw yet another major milestone in the development of Islamic banking in Thailand. 
The Islamic Bank of Thailand Act B.132545 was passed, effective 22 October 2002 
B.E.2545, the rational for this Act was described as (Government Gazette, 2002): 
"II is considered that the aims and operations of the conventional banking 
business involve the payment of interest, }vhich is contrary to the principles of 
the Religion of Islam. It is therefore deemed expedient to constitule an Islamic 
bank called the "Islamic Bank of Thailand'. Its aims and operations are to 
undertake financial business and other businesses which are in compliance with 
the principle of the religion of Islam and which encourage and promote domestic 
and foreign savings and investments in order to sustain Thai economic growth." 
These laws paved the way for the establishment of the first fill-pledged Islamic bank 
of Thailand in 2003. In May 2003. The Thai Interior Minister Wan Muhamad Noor Matha 
announced that the Islamic Bank of Thailand would he officially opened on I June, 2003. 
With a registered capital of Btl billion and paid up capital of Bt969.8 million (I 7.35m) of 
this 10.423 million shares are owned by foreign interests representing l5% of the 
shareholding. According to ISRT Regulation. foreign holdings are limited io 339. With the 
Finance Ministry is holding around 40 percent and other institutions the remainder. The 
Brunei Investment Agency holds a 15 percent stake in the Islamic bank through a fund 
established with the Government Pension Fund. lhailand`s largest institutional investor. 
According to Wan Noor. the Islamic bank of Thailand would be initially operated 
with a capital of 500 million baht contributed by the Ministry of Finance. the Clovcrnment 
Saving Bank (GSB), and the Government's pension fund. This would he half of its planned 
10 5al ahuddin Ahmed, No.3, p250. 
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initial capital of one billion haht. '' Following the success of the initial two branches in 
Bangkok. tour other branches in the Southern region were proposed in Satun, Pattani: 
NarathixNat and Yala. all scheduled for operation in 2003.' 
Althouiih the Islamic Bank of "l'hailand was established in 2003. the actual idea for 
the establishment of an Islamic bank can be traced back to 1994 when the Royal Thai 
Government singed the "Indonesia Malaysia-Thailand: Growth Triangle -- IMT-Gt Project". 
As the majority of the population in this tri-partite area are Muslims whose ways of life are 
governed by the principles of Islam. a proposal was made, therefore, to set up an Islamic 
Bank as it means of financial dealings for l'hai Muslims in the project area. "I he National 
Economic and Social Development Board in conjunction with the Ministr\ of Finance's 
Fiscal Polic\ Office were. therefore assigned by the Government to carry out f asibilit\ 
studiic on the incorporation of'such an Islamic Rank of Thailand., ' 
S.7 Objectives of Islamic Bank of Thailand 
Fhe (iovernment of Thailand has outlined various objectives which ought to be 
achieved by Islamic banks operating in Thailand (Division of Financial Policy and Financial 
Institution. 2001): 
a) To meet the banking and credit needs of the Muslim population in Thailand in 
conformity with the Shari'ah. 
b) To cultivate the sa\ings habit among Thai Muslims. particularly for pilgrimage 
purpose. 
c) To supply low cost funds for entrepreneurs who wish to undertake investment 
projects especial l\ in the southern border provinces. 
1 r Bala Shanmugarn, Vignesen Perumal, Alfieya Hanuum Ridzwa, No.1, pp.125-127 
12 Muhamed Ariff, No.2, p.251. 
13 Annual Report 2004, Islamic Bank of Thailand, p.15. 
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d) To attract savings and investment from other Muslim countries. 
e) To encourage non-Islamic financial institutions to participate in the Islamic harking 
sector.1 " 
5.8 Organization and Structures 
The Islamic bank of Thailand was supervised by the Ministry of finance and Bank of 
Thailand (Central bank of Thailand) and administrated by the Co nun it lee or Islamic bank 
which organized including to the Board of Director, Shari'nh Advisory Council. Executive 
Board, Advisor of the Board and Credit ApproNal sub-committee. As shown in Table 5.4 
Table 5.4: List of the Board of Directors 
I. Mr. t1andhii Sothi Iarit 	 Chairman 
2.  
3.  
Mr_ Sa ya} n Sataugnionekol- 
Mrs. Jinda TheppaIra 
Director _ 	_ 
Director 
4.  Associate Professor Isra Santisart. Ph.D. Di! ector 
5.  Mr. Eka ab Potsue Director 
6.  Mr. Sasiprin Chandratal Director 
7.  
8.  
Mr. Dheerasak Suwannavos 
Mr. Akekasak Ocharoen 
 Director 
Director 
9.  Mr. Alan Wonganan Director 
10.  Mr. Krissada Kawee yarn Director 
H. Mr. Vitchaya 'vitheethum Director 
Source: Armual Repor12010 
Table 5.5: List of Shari'ah Advise v Council 
L Mc Aroon Boonchom Chairman 
2.  Assistant Professor Abdullah Numsuk. Ph.D Adviser 
3.  Assoc. Prof Ismaae Alee Adviser 
4.  Mr. Sorakij I lassan Adviser 
5.  Dr Anas Amatvakul Adviser 
Sowcc'. Annual Rciwrl 2010 
1$ Bala Shanmugam, Vignesen Perumal, Alfieya Hanucm RI azwa, Ns p.12B. 
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Table 5.6: List of Executives Board 
h. `1r. 1)heerasak Su.wanna)os President 
'. Mr. Pongslorn Kunanusorn Senior Executive Vice President 
3.  Mr. Ratchasuwan Pit pavan, Ph.D. Senior Executive Vice President 
4.  \1r. ('he l.asin bin ('he deraman Senior Executive Vice President 
,- Mrs. l?rai\\an 14aneechote Executive Vice President 
6.  
7.  
Mr. 
Mrs. 
Korkiat "on_aree  
Saleeporn Natebhukkana 
Executive Vice President 
Executive Vice President 
8.  Mr. Kunchit Sintgsu~Man, Ph.D. Executive Vice President 
9.  `ls. Asra Anrokaria Executive Vice President 
10.  Mr. Arcs Areesamarn Executi\e \'ice President 
_1 1. Ms. Pannee ('herdrumpai 
12. \1s.~hahan,►rir PichaichannaronL 
Executive Vice President 	_ 
Executive Vice President 
SourLe .\nnu.1. RCI)Olt 2u  
Figure 5.1: Organization Structure & Governance 
Advisor of the Board 
..:: hlnro~cnu.tt 
.0 •A KPt Su(x,. _,un 
Conon'tt". 
C..cvn 	rat ~.c~ 
Figure 5.2: Organization and Structure 
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5.9 Share Holding Structures 
The Islamic Bank of Thailand Act B.E.2543 was prescribed as the Finance Ministry 
can be holding up to 49% and according to regulation, foreign holding are limited to 33%. 
However, the private section can be holding not exceed 15% except the organizations or 
State enterprise of government. l5 In 2003, The Islamic Bajt] of Thailand was established 
under "thc Islamic Bank of Thailand Act, B.E.2545" and supervised by the Ministry of 
Finance. II has registered capital of Bahl 1000 million which is divided into 100 million 
common shares with the par value of Baht 10 each. The Rank has paid up capital of Baht 
696.86 million_ 16 
In 2010, the Islamic Rank of regislered capital increases highly l0 31,230,000.000 
Bahl which divided into 3_123.000,000 shares, with at 10 baht par value per share. The 
respective top ten shareholders are as follow. 
Table 5.7; Top Ten Share Holders 
I 	Ministry of Finance 	 4,212,540,765 	 4N.540I 
2 	Government Saving Bank 	 3,455,2 11,352 	 39.813 
10 'erbdana n Tabung Amana, Islam Brunei 5,226.5013 0.060 
11 Otoers (Private, hi risk Entices&Public) I 	31,696,386 0.366 
total I 8,678,550.oOol 100.000 
Source Annual Report 2011 
'S The Islami: Bank of Thailand Act, B.E.2545 
-c Annual Report 2004 
5.10 The Bank's Operation (Products) 
1. Financing for Business 
1.1.1 Wadiah Saving Account 
I.I.2 Wad iah Current Account 
.3 \Iudharabah :Account 
• i Months 
• 0 Vlontfis 
• I2 Months 
I .4 Al .1nmccn :Account 
• 6 Months 
• I2 Months 
• 24 Months 
• 66 Months 
1.~ \Iu.lh,irabah Non-Tax Account 
2. Financing Seri ices 
2.1 Financing for Consumer 
2.1 .1 1Iome Financing 
• Ilonme financing 
• f financing for Build i Restore / Expand Residence 
■ Financing for Refinance 
2.1 .2 Car Financing 
2. 1. i Consumer Financing 
2. I.4 Four Financing 
2.1.5 Personal Financing 
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2.2 Financing for Business 
2.2.1 Term Financing Facilities 
• Shop-Horse Financing 
• Land Financin~u, 
• Factor\ & Machine Financing 
• Asset Construction Financing 
• I actorV Construction Financing 
• Asset Retinancint 
2.2.2 Revolving Facilities 
• \Vorking Capital Financing 
• Cash Line Financing 
2.2.3 Real Estate Development Project Financing 
2.2,4 Bill & Contingents 
• Bank Guarantee 
• Accept & Avail Bills 
• Discounted Bills 
• Opening i Changing Local L/C 
3. 'Trade Financing Facilities 
3.1 Import 
3.1.1 Letter and Credit 
3.1.2 Frust Receipt 
3.1.3 Shipping Guarantee or Deli\er\ Order 
3.1.1 Inward Foreign Bill for Collection 
3.2 Export 
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3 2. I Advising of Letter of Creditor Amendment 
3.2.2 Adising of Letter of Credit Transfer 
3.2.3 Outy and Foreign Bill for Collection 
3.2.4 Foreign Bill Purchased 
3.2.5 Packing Credit 
3.3 Foreign Exchange 
3.3.1 Foreign Bank Draft 
3.3.2 Foreign travelers Cheque 
3.3.3 Ine~ard Remittance 
3.3.4 Outx%ard Remittance 
3.3.5 Foreign Exchange 
3.3.6 Foreign ('lean Bill Purchased — FCP 
3.3.7 Outard Foreign Remittance Bill for Collection — OFBC 
4. Others 
3.l Electronics 
4.1.1 ATM Silver Card 
4.1 .2 ATM Gold Card 
4.2 Zakat Account 
4.3 MFC Islamic Fund t7 
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'7 Annual Report 2007, Islamic bank of Thailand pp.27-29. 
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5.11 Report of Operating Performance 
In 2004; 
I he hank posted a net loss of fl-113 90.47 million, an increase of TI 113 49.92 million 
from 2003 as the bank commenced its operation in the southern provinces that incurred a 
higher operating cost. as a result, the hank reported increased loss. The net loss per share was 
THB 1.30 up b\ TI 113 0.42 per share from 2003. Revenues from loan (financing) profit 
account for 'I'H13 20.69 increased by THB 19.65 million due increased of' its branches and 
larger Muslim customers enabling the bank to extend more loan (financing) as well as earned 
higher profit. The rnone\ expenses amounted to TH13 15.71 million, up by FHB 14.98 
million, a major item contributing to opening of new branches and also increased of deposit 
from Muslim customers who moved their money from other conventional banks to the hank. 
Other operating income was amounted to THB 5.67 million up by I'HB 4.87 million 
broken do 	into THB 5.20 million of bank fees and services. and 'I HB 0.47 million of' 
other incomes. Operating expenses \%as amounted to I'HI3 100.24 million, an increase of 
TI IB -19.21 million from 2003 due to start-lip expenses of the branches and other operating 
expenses. 
Assets 
As of the end of' 2004 the total asset amounted to TI 113 2.256.83 million incre"L,in1 
from TI-lB 1.093.64 million of the ends of' 2002 are a result of increased of interbank and 
morns market transactions as \\ell as Loans (Financing) extended. 
Liabilities 
A ke\ sources of Binds consisted of deposits and other liabilities. I he deposits as of 
the end of' 2004 were 'I 1113 1.654.45 million increased by I IlB 1.142.77 million due to 
increase of branches. 
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Sha rehulder's Equity 
The shareholder s equity as of the end 2004 amounted to I HB 555.66 million 
declined by THB 90.44 million from 2003 mainly due to operating loss resulted from 
opening of new branches. 
Sources and Uses of Capital 
As of the end of 2004. the sources of capital vas derived from Deposits of THB 
1,645.45 million or 7331 percent, THB 555.66 million of shareholder's equity or 21.62 
percent and other amounting to TUB 46.72 million or 2.07 percent. 
Uses of capital mainly consist of THB 1,368.02 million of inter-bank transactions and 
money market. The bank deposit its fund with the Bank of 'Thailand and other commercial 
bank due to restriction in investment and resr e far the bank's operation, Investment in 
securities of THB 65.02 million. Loans (Financing) and accrued income of THB 655.51 
million, cash in hand of THB 72.96 million and others of THB 95.32 million. ~B 
In 2005; 
Islamic Bank of Thailand recorded a net loss of Bahl 158.08 trillion, an increase of 
Bah[ 67.61 million from 2004. This is due to the fact that the Islamic financing is relatively 
new to the Thailand market and its business operation is in preliminary stage, the bank has to 
create and develop the system including creating financial products that comply with the 
Shari'ah principle and in accordance with relevant laws in force, along with developing the 
information technology system and the human resources to support its business operation 
running effic icntly. Due to the aforesaid difficulties, the bank could nut fully extend [lie 
financings to its customers, therefore, the bank could not generate income and fees from the 
19 Annual Re port 2004, Islamm bank of ilwil and p.S. 
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financing as much as the expenditures that had particularly in branch network expansion and 
IT etc. the Bank had an income from financing and leasing for Baht 107.98 Million 
increased from 2004 by Baht 87.29 million and other operation income of Baht 22.60 
million, increased from 2004 by 16.93 million, while the operating expenses and financial 
expenses in 2005 totaled Baht 247.25 Billion increased from 2004 by 146.12 million causing 
the hank to record the net loss per share for Baht 2.27 increased from 2004 by Baht 0.97 per 
sharp. 
Assets 
As end of 2005, ISBT's assets rose to Baht 6,121.74 million, increased from 2004 by 
Bahl 3.864.91 million- The surge was a result of the aequixltion of Krung Thai Shari'ah 
Banking Service and the Bank's business growths.19 	 - 
Liabilities 
The key source of funds for the Bank was deposits and other liabilities. As at the end 
of 2005, the Bank had a total deposit of Baht 4,644 28 million, rose from last years by Bahl 
2,989.85 million, thanks largely to its acquisition of KTB's Shari'ah Service, Other 
liabilities. which topped Baht 1,018.89 million, consisted of liabilities on demand totaled 
Bahl 92.20 million. Promissory Notes (P/N) issued for the acquisition of Shari'ah Service 
to Acquisition of Krung Thai Shari ah Bankingservi ces 
ISBT's Extraord nary 5nareholder's Meeting No. 1/2005 dated 26 October 2005 resolved to acquire Krung Thai 
Bank Puolic Company Limited's Shoriah Banking Services to strengthen the Ishmic f na ncial system, whon was 
pant of the governmen-: s policy to reinforce the co unvy s overall financial institutions. The Shari ah Banking 
Services under KTB consisted of a head office and branches of which the management was separated from 
KTB's main operation. However, they were still subject to NTB's supervision. The operation therefore can be 
Said to be under a rare-bank, two-systmn scheme. The Sharlah Bawling Services corsialed of three major 
services; namely, deposits, loans and other services such as money transfer, foreign exchange and money 
order. There were altogether 18 branches, most of which were in southerri provinces where residents were 
mostly Muslims. The head office is located at  pasta nacan Road, Bangkok, with a total staff of 223_ The 
operation described above successfully increased !SST's deposits arid loan This re5 lted in its deposits as of 
31 December 2005 of Baht 4,544 73 m!llion and its Ioas of Baht 3,97946 million. The Bank, in theenC, boasts 
a total of 27 branches covering Il corners of Thailand. 
from Krung Thai Bank Public Company Limited for Baht 854.93 million and others for Rant 
1175 million. 
Shareholders' Equity 
Its Shareholders Equity at the end of 2005 totaled Baht 45857 million, or a decline 
from 2004 Rahl 97.09 million as n result of ils operating loss. Yet, the Rank registered 
premiums from changes of securities values it had riveted for as much as Raht 61.02 
mil lion. 
Sources and Utilization of Funds 
At the end of December 2005, ISBT's funding sources comprised of Baht 4,644.28 
million in deposits and Bahi 458.57 million in shareholders' equity, representing 75.87 
percent and 7.49 percent of total assets respectively and others Baht 1.018.89 or 16.64 
percent. Most of the funds were utilized in extension of loans totaled Bahl 3,S45.82 million. 
Apart from loans, it was utilized to invest in equities equivalent to Baht 191.02 million. 
deposit with The Bank of Thailand and other commercial banks for an amount of Raht 
1,540.59 million, holding of cash fur operaling expense for an amount of Baht [68.69 
million and Investment in Land Equipment and other totaled Bohn 377.62'0 
to 2U%; 
ISBT' earned Baht 279.91 million incomes from its credit extension, which was Baht 
171,93 million higher from 2005. plus another Baht 127.41 million of other operation 
incomes; also up from last year by Baht 104.80 million. At the same time, the Rank recorded 
an operating expense of Raht 471.43 million due to requirements to up ads iIs information 
technology to provide Netter service and the need to recruit additional staff for lending and 
other departments. As a result, the Bank suffered a net loss of Bahl 269-85 million in 2006, 
20 Annual Report 2005, Islam,; sank of Thailand, pp.5-6. 
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which ~~as Baht 1 1 1.76 million higher than the previous year. The net floss per share was 
Baht 3.85 or Baht 1.58 higher than in 2005. However. thanks to the expansion and 
developments of several banking systems.  ISBT expects to break even and start enjoying 
profits by the end of 2007. 
:assets 
As of end of 2006, ISI3T's assets were Baht 8,773.80 million, or an increase b\ Bahl 
2.65206 million from the end of 2005 thanks largely to its active credit expansion. 
Liabilities 
ISBT's major funding sources were deposits and liabilities. As of end of 2006, its 
deposits totaled Baht 8,214.76 million or Baht 3.570.48 million increases from a year before 
thanks to increasing public interests in ISRT. Other liabilities totaled Baht 393.10 million. 
Shareholders' Equity 
\' Of end of 2Ul>0. shareholders' equity of ISB I totaled Baht 165.94 million. clown 
Baht 292.63 million from the past year, due to its operating loss and a decline of premiums 
in its securities investment compared to a year before. 
Source and Use of Funds 
As of end of December 2006. ISB F's sources of fund consisted of' Baht 8,214.76 
million deposits; Baht 165.94 million shareholders' equity which accounted fir 93.63 per 
cent and 1.89 per cent of ISBT's total assets, respectively, and Baht 393.10 million of other 
funds or an account of 4.48 per cent. ISBih extended most fluids as credits totaling Baht 
6.903.40 million. It also invested a total of Baht 389.33 million in equities and deposited a 
total of Baht 578.69 million at the Bank of Thailand and several other commercial banks. It 
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held a total of Baht 217.80 million as cash for operation purpose and invested a total of Baht 
684.57 million in lands, buildings, equipment and others." 
In2007; 
(Islamic Bank of Thailand) ISBT's lending incumes wtaled Baht 63574 million or 
an increase of Baht 355.83 million from last year. Its other operation incomes however were 
down Baht 31.23 million from the previous year to Baht 96.19 million due to 
declining prices of securities ISBT invested when compared to their prices in 2006. Al the 
same time, ISBT had an operation expense totaling Baht 618.28 million or a mere increase 
from last year of Bahl 147.47 million, This was mainly a continued expense incurred from :m 
information technology upgrade to accommodate new products catered for its customers as 
well as for its human resource development. As a result. ISBT suffered a net 	loss 	of 
Raht 286.18 million or an increase of only Baht 16.34 million from a year before. This 
resulted in x net loss per share of Bahl 0.47, down Baht 3.38 loss per share From 2006 clue to 
ISBT's capital increase in 2007 to expand its business. Thanks to its commitment to 
continue developing its information technology, human resources and new products to meet 
customers' demand, this generated some profits for ISBT at the end of last year. As a result 
it is expected that in 2008, ISBT will be able to achieve its goal of making profits. 
Assets 
As of end of 2007, ISBT's assets totaled Baht 16,785.50 million, or Baht 5,011.70 
million increases from end o12006 due largely to an expansion of its lending activities. 
Liabilities 
LSBT' funding sources consisted of deposits and other liabilities. As of end of 2007. 
its deposits totaled Baht 12.962,7; million, or Baht 4,747.97 million increases from 2006 due 
21 Annual Report 2006, Islamic bank ofThailand, pp.5-E. 
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largel\ to customers' increasing interest to deposit their mono-, k\ ith the Bank. Other 
liabilities. consisting mainl\ of Baht 330.06 million \north of interbank and money market 
items. Bahl 100.81 million \\orth of payments of liabilities upon demand and Baht 219.44 
million worth of others. totaled Baht 650.31 million. 
Shareholders' F,quit's 
As of end of 2007. its shareholders equity 	totaled 	Baht 	3,172.4 million or 	Baht 
3.006.52 million increases from a year ago. This was largely due to ISBT's capital 
increase to accommodate its business expansion and to strengthen its financial condition. 
Sources and Uses of Fund 
As of end of 2007. ISBT's funding; sources consisted of deposits totaling Baht 
12.962.73 million, shareholders' equity totaling Baht 3,172.46 million and others totaling 
Baht 650.31 million. \shich accounted for 77.23 per cent, 18.90 per cent and 3.87 per cent. 
respectivel\. Most funds totaling Baht 11,006.69 million \v ere used for lending. Baht 
3,14.45 million was invested in debt instruments. 13aht329.25 million was invested in 
equities. Baht 284.03 million \%as deposited at Bank of Thailand and other banks. Baht 
1.187.49 million was extended as short-term loans to commercial banks. Baht 264.65 million 
was held in cash for operation purpose shile a total of B;►ht 558.94 million was invested in 
land. building. equipment and others." 
Despite the economic slowdown in 2008. the Bank was able to increase tinancings to 
5,680.44 million baht. it growth of 51.61%. %\hile deposits increased to 7.038.62 million 
baht. an increase of 5.1.747%. In order to diversify, financings are divided into a consumer's 
sector of 37.89%, industrial sector, 31.74%; real estate. 14.607%; and commercial, 15.77%. 
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In addition. the credit approval of 917 million baht for Halal business in 2008 was larger 
than what the Bank had initially planned, indicating a guarantee of the trust in the success of 
this business and a sign of the growing trust achieved among our customers. At the and of 
2008, NPLs. accounting for 14.520% of financing portfolio, were 3.68% lower than In the 
previous year, 2007. This was partly due to internal restructuring and the establishmem of a 
Liabilities Management Sub-Committee, or ALCO, to enhance liability management and 
other departments managing NPI.s. Another key success factor was also the development of 
the NPLs recording system, which allowed the Runk to utilize significant data provided by 
the system to successfully defend and d reet NPLs rnanagemcnt for the following year 
Significant Changes in 2008  
Change in Management Team and the Bank's Committee 
In 2008, the Bank implemented a change in the management team and Committee. 
The Bank Manager was officially appointed on August 1, 2008. 
Change in the Organizatiounl Structure and Staff Recruitment 
In September 2008, the Bank proceeded with the organizational restructuring plan, in 
order to support business expansion, establishing a Personal Credit Department and 
restructuring the Bank's organization to fit our industry concentration. This restructuring 
included a change in Business Credit Department 1, 2 and 3 into a Corporate Credit. Halal 
Business Department and SMEs Credit Department respectively. The Bank also established a 
Risk Management Department, Credit Analysis Department and the formation of a Liability 
Fnhanccment Department with the aim of screening and controlling NPI.s. 
Human Resource Management and Staff Recruitment 
In order to make the operations run smoothly to meet the objectives of the 
organization after the major change. the Bank will have to recruit quality and experienced 
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staff. enhance more beneficial trainings and de,.elop brainstorming seminars to stimulate 
future groth. 
Organizational Communication and Rebranding 
To promote our products and services, the Bank organized and held a wide-range of 
seminars and PR campaign for investors in many regions throughout 'l'hailand. In the 
meantime. the Re-branding plan is being implemented for better identity and better 
recognition.' 
In 2009: 
Even though the Thai economy in 2009 suffered from the economic downturn. 
especially in the first half of the year when the impact of the global economic crisis was still 
strong, the Islamic Rank of Thailand was able to operate the business with a growth rate 
even more than the 	year, as e idenced by the total amount of credit which increased 
by 21„71 million baht. deposits increased by 20.861 million baht. and assets increased by 
21,480 million baht, accounting for 127%, 105%, and 90% of the previous year's figures, 
respecti'ely. Therefore, the net profit of the Bank by the end of 2009 was equal to 356 
million baht. which is a big leap from a net profit of only 2.08 million baht the year before. 
Such , ri with resulted from the appropriate strati Lies devised b\ the Bank. In the pre\ious 
\ear. the Bank concentrated to expand business among corporate customers and emnphasiiLcd 
the significance of credit portfolio management. Moreover, a cross-selling strategy was 
emplo\ed to simultaneousl' expand other aspects of the Bank's businesses such as personal 
financing. deposit. foreign exchange and trade finance. etc. Furthermore. the Bank was able 
to control the proportion of non-performing credits (NPLs) to reduce at 9°r%. which was a 
reduction from 14% in the 'ear hefOre. I his is clue to the l3anh s dept restructuring 
23 Annual Report 2008, tstamic bank of Ahattand, p.18. 
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guidelines. prevention of re-entry NPLs guidelines, and systematic compilation of related 
kNork operation manuals. 
In addition to the aforementioned strategies that have been implemented, in the 
previous scar the Bank received approval from the meeting of the shareholders to increase 
capital by 6,000 million baht. The Bank has started to sell its shares and collected the share 
payments from some of the shareholders. It is expected that within the first quarter of 2010, 
the Bank \\ill be able to completely collect the share payments from all shareholders. Also, 
the Bank has integrated the internal management and administration system to accommodate 
stable and sustainable gro%Nth in the future. 
Expansion of Net~sorks and Branches 
In 2009. the Islamic Bank of I hailand opened to new branches in Bangkok and it 
nearby province. Even though there were not many branches established in the past year. the 
Bank tried to expand its services through other channels such as installation of more ATM 
machines. In addition, the Bank has expanded its service channels through the networks of 
other institutions. by signing the MOU With four organizations—Thailand Post Company 
Limited, "I'esco Lotus, Krung Thai Rank Public Company Limited, and Siam Commercial 
Bank Public Company Limited—to offer convenience to customers \\ho wish to pry for 
credit installments through more than 1.000 service points all over the country. 
Product Development 
Due to the global economic downturn, economic growth in Thailand drasticall\ 
slowed dos' n. the Islamic Bank of Thailand realized the difficulties and needs of customers. 
Bence. it adjusted the features of two credit products of the Bank, namely, home financing, 
hone refinancing, and created additional refinancing on credit card debt and personal 
financings. f hese three products are on packaged under the relief credit project, \rith the 
distinguishing characteristic of grace periods of principal repayment as long as three years 
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for home finance and six months for the refinancing of credit card debt and personal 
financing These three products turned out to be well-received by the Bank's customers. 
making the total sales volume of these three products exceed 50".'i, of the total amount of 
personal financing, and making; this project well-knoN%n as a product champion of' the sear 
for the Bank. 
Corporate Rebrandin; 
The corporate rebranding conducted in early 2009 was considered a major change 
after the Bank had been established for almost six scars. The Islamic Bank of Thailand as 
founded in 2003, and it bought the Shari'ah Banking business of Krung Thai Bank at the end 
of 2005. a move that '.as in accordance with the policy of the go\ernment. Eighteen 
branches of Krung Fhai Bank and nine branches of the Islamic Bank of Thailand became 
two patterns in one hank. We to necessity. as well as its new vision, the Bank announced its 
rebranding with a press conference organized on March 5. 2009 at the Intercontinental I Intel. 
The rebranding was considered for the whole system. The logo or corporate identity of' the 
Bank. the Bank's name. the Bank's slogan, the design of the branches, employees' uniforms. 
and professionalism-oriented management N\ere modified during the rebranding process, 
which was carried out successively to manage costs and reduce the Bank's expenses.21 
In 2010; 
(Bank experienced high gro\\th in both deposit and financing business "ith higher 
overall performance i.e. the total financing as of December 2009 increasing from light 
37.958 million to Hahl 86.098 million or an increase of 13allt 44,140 million equaling to 
127-x. 1 his \\ as the result of the expansion of business among corporate customers as well as 
indi\idual customers b\ appropriatcl\ di~ersif\ing the customer base for each product and 
2. Annual Report 2009, Islamic bank of Thailand, pp.33-39. 
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each business sector. At the same time. (Bank still placed great importance to the control and 
remediation of the quality of the financing. This had resulted in the decrease in the 
proportion of the Non-Performing Loans (NPLs) from 9.0°%% in 2009 to 5.2% in 2010. In term 
of deposit proportion. the Bank emphasized on individual customers and state enterprises 
with a clear marketing strategs for each target segment. (Bank was able to maintain the ratio 
between financing and deposit segments in accordance X%ith the business and corporate plans 
for 2010. The above mentioned operations had resulted in IB,rnk's total assets as of 
December 2010 amounting to Bahi 97.Y27 million, an increase of Baht 52.584 million or 
I16% from 2009. IBank had a total revenue of Baht 4.555 million, total expenses of Baht 
3.305 million and net profit of Baht 1.250 million (higher than the net profit of Baht 895 
millionin 2009). ll3ank supported the Government's policies by adjusting its directions b% 
supporting various projects to stimulate the economy under the Strong I hailand Scheme. 
IE3ank acted as an instrument to meet the financial needs of rttainl\ Muslim customers. other 
potential customers as well as customers from the southern provinces. I hese people ha%e 
been facing unrest situations that resulted in lack of financial sources, poverty and education. 
IBank therefore started a number of projects under the Government's policies to re\ ive the 
econom\ in the southern Irr(, \incc, for social and economic de\clopI1ent by providing 
financial support and advice on effective financial ntanaeenlcrif. I his \\ a done through the 
lollo imp projects: Financing, for Operators of mobile transportation ser\ ice. Financing for 
Small Businesses affected b\ Floods and Storms. Financing to Help Sole Oversuppl\ of 
Lonrkong market in the 5 Southern Provinces. Subnumta Financing. f=inance to Refinance 
Informal Debt. Financing for Community Enterprise, IBank Grass Root Financing. 
Financing for Development of Local and Muslim Clothes. Financing to Support Islam 
Cooperat.ises. Financing" to Support Private Religious School, Financing to Support I lajj and 
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t'mrah Operators an the arrangement of Zakat in the southern Pros inces to stimulate a 
sustainable economic growth in the tiiture.'` 
25 Annual Report 2010, Islamic bank of Thailand, pp.36-37. 
Table 5.9: Islamic Bank of Thailand 
Statement of Income for the Year 2004 - 2010 
Item 	 Anne 	~rnc 	1nr 	nm 	MAR 	M 	Mtn 
Income  
Financing 	 16,081,188 	100,344,034 	237,583,159 	559,338,859 	681,119,812 	1349,047,351 	3,474,187,129 
Interbank and money market items 	 22,478,568 	20,081,073 	44,662,462 	15,262,343 	43,407,611 
Hire purchase and finance lease income 	4,603,291 	7,634,068 	8,852,182 	7,000,985 	3,146,164 	16,675,217 	192,305,758 
Investment 	 10,991,875 	49,319,904 	91,738,972 	93,573,991 	113,874,887 
Total Income 	 20,690,479 	107,978,102 	219,905,884 	635,740,821 	820,667,410 	1,484,558,902 	3,823,775,385 
Financial expenses 
Deposit 	 15,292,058 	40,300,309 	198,365,424 	398,579,821 	360,801,226 	563,802,926 	1,018,489,181 
Interbank and money market items 	 5,868,646 	625,282 	1,909,243 	1,328,300 	31,282,863 
Other 	 415,895 ! 	1,118,141 	1,491,959 
Total finance expenses 	 15,707,953 	41,418,450 	205,726,029 	399,205,103 	362,710,469 	565,131,226 	1,055,772,017 
Net income 	 4982,526 	66,559,652 	74,179,855 	236,535,718 	451,956,941 	919,421,616 	2,168,003,368 
Doubtful account 	 (881,120) 	(15,407,066) 	(28,818,960) 	 1128,672,347) 	131,315,790 	115,822,261 	1,037,890.467 
Net financial income after doubtful accouJ 	4,095,406 	51,152,586 	45,360,895 	107,863,371 	326,641,151 	793,605,415 11,730,112,901 
Other operating income 
G 	n loss) on nvestTents 	 74,943,501 	(3,994,261) 	1,282,475 	(11,332,163) 	17,856,811 
Fees and sewice income 	 5,201,520 , 	21,304,362 	54,207,919 	80,552,341 	93,375,998 	268,526,952 	703,102,022 
Gain (loss) on exchange 	 143,011 I 	(194,906) 	(3,089,921) 	3,897,234 	9,574,675 	7,865,796 	29,316,559 
Other 1ccme 	 327,763 	1,493,122 	1,347,103 	13,734 533 	566,881 	8,041:79 	71,121,670 
Total other operating income 	 5,672,294 	2,2604,578 	127,408,662 	96,189,641 	104,800,029 	267,101,164 	872,750,972 
Other operating expenses 
Persora experses 	 39,141,403 	111,952,108 	199,316,6341 	150,857,718 	133,769,397 	269,808,435 	578,837,689 
Premise and equipment expenses 	34,313,625 	70,655,119 	129,886,824 	230,445,074 	210,233,097 	236,205,950 	314,607,894 
Tax and duties 	 731,339 	4,523,539 	9,354,238 	23,798,076 	31,442,018 	53,335,490 	148,482,788 
Fees and service expenses 	 3,466,723 	5,044,196 	11,133,528 	18,463,417 	3,341,161 	7,328,677 	15,764,936 
Director's remuneration 	 848,500 	3,495,634 	5,995,998 	2,705,000 	4,854,800 	6,675,472 	5,990,150 
Other expenses 	 21,736,144 	36,169,931 	86,868,193 	63967456 	45,711,304 	132,145,655 	213,888,234 
Total other operating expenses 	100,237,734 	231,840,527 	442,615,415 	490,236,741 	429,352,377 	705,499,679 	1,408,684,181' 
Net (loss) 	 (90,470,034) 	(158,083,363) 	(269,845,858) 	(286,183,729) 	2,088,803 , 	355,206,900~ 1,186,977,838 
Basic per share (loss) 	 ' 	(1.30) 	(2.27) 	(3.85) 	(0,47) 	0.001 ' 	0.114 	0.13 
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Table 5.10: Islamic Bank of Thailand 
Statement of Balance Sheet year 2004-2011 
,nn. 	innr 	innr 	 nnn 	an,n 
MSset 	 LUU LVVJ LVVV LVV1 
Cash 	 11,9S6,623 	168,688,5)3 	217,797,326 	264,653,688 
Interbank and money items 
£wu 
247,401,190 
LWJ cviu 
121,732,983 	586,018,145 
Domestic items 	Profit 1,348,422,049 	1,444,340,057 408,997,538 	1,187,492,434 2,536,876,494 4,515,085,727 
Non profit 1 	155,349,854 267,781,714 
16,244,607 4,465,363 24,266,453 
4,814,317,992 
58,605,889 Foreign items 
Total interbank and money 
Investment 
19,601,092 	96,251,016 i 	14,340,429 
market items  
1,368,023,141 	1,540,591,073' 	518,687,821 1,471,518,755 2,541,341,857 4,539,352,180 4,872,923,881 
Current Investment, net 164,751,585 3,265,001,665 2,891,046,814 1,561,293,880 5,553,094,218 
Long-term investment, net 65,023,000 	191,023,567 224,584,894 218,695,446 1,064,888,209 718,477,988 278,278,095 
Investment subsidiaries, net 560,347,190 
Total investment, net 65,023,000 	191,023,567 389,336,479 3,483,697,111 3,955,935,023 2,219,711,868 6,391,719,503 
Financing and Accrued income ~ 
Financing 656,534,791 3,843,818,500 6,903,403,657 11,006,690,820 16,687,128,198 37,957,917,961 86,097,853,874 
Accrued income T 	275,630  2,347,276 17,243,669 34,358,411 39,780,231 	99,124,071 121,017,363 
Total Financing and Accrued 	656,810,421 	3,846,165,176 	6,920,647,326 
income 
11,041,049,231 16,726,908,429 	38,057,042,032 84, 45,781,566 
Less allowance for doubtful 	(1,300,146) 	(16,107,812) 	(45,526,772) 
income 
(162,199,119) (303,368,314) 	(428,454,639) (1,473,089,671) 
Less allowance for debt 
restruc%ring 
(2,146,595) 	(2,882,531) 
Total Financing, net 655,509,675 	3,829,457,964 	6,875,120,554 10,878,850,112 	16,421,393,520 37,625,704,862 86,218,871,231 
Customer's liabil ties under 
acceptances 
17,200,000 
Properties foreclosed net 4,873,049 
Premise and equipment, net 63,193,726 J 
257,452,969 	359380545J 327,265,261 259,566,708 268,283,108 	675,647,537 
Intangible asset, net 2,894,066J 103,436,802 	286,280,348 258,114,267 	177,627,781 161,865,103 	269,894,755 
M6nr Irrntf )Q ))d 	11 (1R 	; 7 1QR c17 	Ini 107 	1d 1)6 nRc )A 	1)) 1d1 I 	c. n C)Q W 
Total assets 	 6,121,731,403 2,256,815,066 8,773,801,650 	16,785,496,582 23,834,592,164 	45,342,832,247 j 	98,067,397,496 
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liahil!tiesandshare 
holders' equity 
1004 2U5 	2006 2002 2008 2009 2010 
Utposil 
pepnsitinBaht 1.E54,450,328 4,644,28, 	5 	8,214,759,144 S2545,083,14Y 12,962,725,832 19,897,845,360 40,759,118,600 
Totalcaposits 1,65445r1,31A'4.44280U5c 	F.,214,75L744 12,962,725,832 19,857,645,360 40,759,128,601 82545,t89,14i. 
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compensation 
1,481,616 3,674,245 I'm'I06 
To1aIinte,Eankandm:ney 	 204000,009 
mark=ti:ems 
330,OSE,1O 713,997,808 5977,475 3,241,267,973 
llablitilSpalabea' 	QT7nh 23,514,044 	92,181.773 77,205.134 ;a7.E11,579 :1435,26 EI.53,754 3E,8691a 
bank's liabi ity raider 
arr2pl3l cte 
Accrued eap( ACS 
I 72C1,000 
229,244,819 
--.- - 
U,9US,1C0 203,S9E,99B GJ3498S :2M34,G96 
CompenatienpayahlEUO 
der DI 
. 
2989$ 128.287'1 N9,C61! 928 3=,469494 
Pravisixts S,72n,934 2.250,081 6,74E,212 
payabtE karm purwas0s of 
nvcs:merts 
130765404 
Ordiraryslares'sugrriafinn 
P.ccoLnt 
63014428 
Other lid bIfifies 23,195,182 	7,171'597 18,9E5§43 15,438,098 9,521,330 67566,622 311,'.]'085 
1ota1Ii2biI1ti06 1,701,169,554' 	566,316,4581 8,677,8(7:77 13,613,012!606 1G)53, 18799 48M32, 124 B7](;?;S'4S 
Total share holders' 
Tot, hibilltio and shirt 
holders' equilp 
	
55S,6S;'12 	95,351,2716 
2,256,82oes 	6:117 	7403 
165,94?,673 
8,!73,BBi,65u 
1179,463'16 
16,785,4%6S82 
3C6I,p1365 
23,p54,S92,l6e~ 
3,4va814,123 
45W32! 217 
1640.341,51 
?E,7E7'A9E 
SauusA.mial Iii 546 291?,;,larinBank,,ThaiIand 
250 
S.12 Risk Management 
Risk Management is another major task in the Bank's operations and 
Management. It is the Bank's policy to manage its risks through its capabilit} to evaluate 
risk, follo\\ up and manage risks in every area by taking into account such business 
returns hich would make the risks to be incurred somewhat worthwhile. I o implement 
such oh.jccti\e~. the Bank has set up a Risk Management Committee. In this respect, the 
eontmittc i, assigned the task of risk managing and evaluating. talloti'ing up in 
compliance ++ith its prescribed plicies, Major risks to be follo\%ed up closely by the 
Bank consist of Credit Risk, Market and Liquidity Risk, Operational Risk and Strategic 
Risk.'`' 
In 2007, ISLE f has set up a Risk Management Sub-committee to formulate risk 
management policies and strategies that correspond %pith the guidelines of the flank. As 
welt as the Assets and Liabilities Management Sub-Committee (ALCO) is set up to issue 
guidelines and strategies to manage Liquidity risk. Market risk and Rate of return risk.`' 
Principles of Risk Management 
Like other financial institutions, ISBT s principles of risk management are 
tundamentall> similar where the system itself is separated and independent from the 
business subject to such risk management and control. The main concepts of risk 
management refer to risk identification, risk measurement, risk monitoring and risk 
control and mitigation. 
26 
Annual Report 2004, p.34. 
27 
Annual Report 2007, p.11. 
28 
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ISBT has managed its risk based on the guidelines required by the Ministry of 
Finance. 	hich correspond to the Basel Accord II, the international standards that 
financial institutions have to be complying with. In addition. the Bank has also designated 
the Risk Management Sub-Committee to determiner risk management strategies and to 
supervise risk management activities to ensure that banking operation will comply with 
the Bank's policy. ISBT's risk management covers 2 categories; financial risk and non-
financial risk. The financial risk can be divided into 3 sub-categories: credit risk, liquidity 
risk and market risk 	hereas non-financial risk can be divided into another 3 sub- 
categories: strategic risk, operational risk, and compliance risk. The principles of these 
are detailed as below:'" 
Credit Risk: ISBT's credit risk surged as compared to its operation during the 
past \car. Hence. the Flank pursued the debt restructuring process based on the tairness 
concept according to the Islamic principles. In addition. the Bank also gave it priority by 
setting up a risk grading s\stem to review credits and ensured that its credit policy was 
prudent .nuu'h to raise awareness for a credit risk management while a monitoring of 
portl'olio diversification was also inmplemented.'° Besides. IS13T also upgraded its 
assessment abilit\ to approve customer's credits using the RBL-Rule Based Lending 
credit score s\stenm and credit risk rating as it tool to notice about changes in its credit 
quality.'' In 2008 by emphasizing on preventive measures. starting from it pre-approve 
process. financing analysis. approval process. monitoring system. debt restructuring and 
higher check K balance system as details below:'' 
29 Annual Report 2006, p.7. 
30 Annual Report 2005, pp.9-10. 
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• Improved financing approval authorit\ b\ considering credit risk and financial 
loss including separate independently the financial restructuring from normal 
tina1u'in appr( val. 
• Rey ie\\cUU and enhanced financing policies including portfolio planning, portfolio 
acquisition and portfolio maintenance. 
• l ormulated Under\\ritin Standard in order to minimize credit risk. 
• [stablished Credit Anal\sis Department to take the role of credit analysis and 
as ess►uent credit risk independently that contributes to a proper credit culture and 
better check R balance s\stem. 
• E=stablished Credit Compliance Department in order to responsible for credit 
re\ ieww process and assess adequacy of financing provisioning a well as review 
the financing management to proceed in compliance with financing policies and 
underwriting standards. 
• Set up Credit Restructuring Department to manage those NPLs and formulate 
strategies to improve the financing quality base on Shari'ah principle. 
Market Risk: ISBT strives to manage the market risk along the guidelines of the 
Bank of I haiiland subject to the supervision of the Asset and liability Management 
Committee (ALCO). In the past. its market risk remained lo\\ a, treign currency 
transactions and assets or liabilities in foreign currencies held thcreh\ \\ere for the 
purpose of managing its financial status and for servicing its customers only and not for 
speculation. Besides. most of its investment portfolios are for banking books. +high 
therefore results in lo\\ volatility. ISB"I also closely monitors differences between its 
assets and liabilities to control an effect resulted from such change. It also closely 
monitors factors that nia\ affect the economy and the Bank of I hailand's financial policy 
that ina\ result in changes of interest rates or funding costs in the financial market. 
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foreign exchange changes and possible changes of equit y prices in its investment 
portfolio on a daily basis before reporting to the Asset and Liabilit\ Management 
Committee ►ALCO1 to effectively determine its operation.'=  
Liquidit y Risk : ISB I experienced a liquidit\ excess during its past operation 
since it could not lend as much as the target while there were still some restrictions 
involving the investment of its assets according to the Islamic principle. This is the end 
resulted in the Bank sitting with its huge liquidity. Yet. II' the Bank ever experiences and 
liquidit> crunch, it definitel\ has a liquidith provider to turn to.'►  
ISBT manages its liquidity risk according to the Ministerial Regulation governing 
Iiquidit,, maintenance upon Asset and Liability Management Committee (ALCO)'s 
supervision while the Treasur> Department is managing daily Baht and foreign currency 
liquidity as well as regularly assess demands for liquidity based on currency by simpl\ 
estimating cash incomes and expenses from each currenc>. In addition. the Risk 
Management Department also monitors changes of 1SBT's Balance Sheet Structure that 
mighl affect its cash iloN\ by anahzing various liquidity ratios, which act as an early 
warning sign in ligluidit> risk nmanagement.'` 
Operational Risk: ISBT has developed a system to manage its operation risk by 
formulating an operation risk management policy and a manual on ho\\ to report 
information about damage resulted from such operation risk. E\ 	department is 
required to report damage \N hen ;► loss determined h\ the Bank occurs. Besides. it also 
requires each department to idtcntia possible risk that may take place as a result 0I its 
operation by identifying procedures that need closed monitoring. As operational risk may 
33 Annual Report 2006, p.8. 
34 Annual Report 2005, p.10. 
35 Annual Report 2006, p.8. 
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be related to internal control. as it result, the Risk Management Department is more than 
~villing to coordinate ith the Audit Department to look for an error from its existing 
systems as well as the \Nay the Department is operating before coming up with a 
possibility of its exposure to the operational risk vis-a-vis possible financial effects. This 
helps ISRT manage its operational risk more cttcctivelv.''' 
Strategic Risk: IS13I's strategic risk stemmed mostly from its internal factors. As 
most of its financial products and services were brand-new, must be in compliance with 
the Islamic principles and adequately fair. they simply could not become adequatel\ 
competitive and of ectivel> respond to customer's needs. Besides. there were also 
restrictions in tax matters and related fees. Since ISBT operated on the basis of the hti~- 
sell principle, its business plan indeed could not meet the target. Yet. after the Bank took 
transfer of the Shari'ah Banking Services from Krung Thai flank, a product development 
team was "pecialIv set up to farther develop ISI3T's financial products with an aiin to 
make them competitive and responding to customer's needs as much as possible. ' ' 
Compliance Risk: refers to risks caused by the failure to comply with the Bank's 
regulations. I'o prevent this. the Bank assigned a Regulation and Compliance Department 
mainly to monitor the operational process and ensure that everything proceeds in 
accordance with the internal & external regulations. The Bank also must comply \\ ith 
Shari'ah principles. an Islamic principle, that the Bank considered it core governance 
principle.' 
36 Annual Report 2006, p.7. 
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5.13 Good Corporate Governance 
Major importance is given by the bank to good corporate governance as its 
polic' eo\er' issues such as good business ethics. %\ork supervision control. disclosure of 
information. independence, right and equality \shich upgrade the Bank of ISBT agreed to 
yet up the Audit Committee on 21 April 2004.' Good corporate gu\ernance is a s\stem 
that leads to a structure and relationship bet\%een the Board of Director.. the Management 
and stakeholders that aim to nurture competitiveness. which eventually should bolster 
ISBT's gro th and add value to its shareholders in the long run.41  
The Bank's Board of Directors is strongly adhering to good corporate governance 
practices \%hich comprise of 7 principles as follows:'' 
1. Accountabilit\ 
2. Responsibility 
3. Equitable treatment 
4. Transparency 
5. Vision to create Ion,.: term value added 
6. Ethics 
7. Social and environmental awareness. 
Corporate Governance Policies are as follows: 
1. Rights and equality of shareholders and other stakeholders by ensuring that 
such rights are duly protected and exercised. 
2. Organizational Structures. roles and responsibilities, accountability and 
independence: In this regard. the Bank has clear]\ divided the roles and responsibilities 
between its Board of Directors and other four sub-committees. Both the Board and the 
39 Annual Report 2004, p.34. 
40 Annual Report 2006, p.9. 
4t Annual Report 2008, p.36. 
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sub-committees are hilly independent when it comes to making it decision for the best 
interests of the Bank and its shareholders. 
3. Disclosure of information and transparency: I'he Bank has hired a qualified 
auditor to ensure that it accounting and financial information is complete, accurate. 
reliable and trustworth\. In addition, an expression of opinion or report must not be 
subject to an influence of either an indi\ idual or a group oh persons. 
4. Risk Control and Risk Management: The reason for such risk control and 
managenient i,  to maintai 1. rC\ ie\\ and super\ ise the control s\stent. both in terms of 
hnan I;;l and operational control. the risk man.ai entent 5 \stem and the warning ,stem to 
forewarn all irregularities. That's Ml\ ISBT has set up the Auditing Department and the 
Risk Management Department \\ ithin its organization. 
5. Business Ethics: [3ein, an Islamic Bank of Thailand. the ISBT conducts its 
business based on the Islamic principles. At the same time, it also monitors and promotes 
ethical-compliant practices.',  
6. Conflict of Interest: The Board of Directors must be careful when reviewing 
any transaction \\ith possible conflict of interest and/or linked or connected transactions; 
7. Prevention of Corruption: The Board of Directors must help nurture a culture 
for an organization to be strongly immune to corruption by creating an enironment to 
battle the malpractice at a high le\, el. This must be put in practice rather than just a nice 
slogan. a: 
42 Annuar Report 2005, p.11. 
43 Annual Report 2006, p.9. 
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5.14 Internal Control 
Internal control s%stem hich is a major part of risk management is included it its 
operating plan to enable it to reach its goals. The internal control s\,stem is used to 
prevent risks \\ hich ma) arises as the result of investment of shareholder's and Bank's 
properti;>. In addition. >uch internal Control s\ stem \ i11 induce efficient and effective 
pertornmancc hich vvould i' e credence and credihilitv to the Bank's compliance vpith 
the la %%s and all rules governing its operations." The internal control helps facilitating the 
efficienr amid the effccti\ene s Of ISB I's eta\-to-eta\ operations, making, sure that both 
its internal and external reports are reliable and that the Bank duly complies 	ith all 
relevant rules and regulations. When determining an internal control policy, the Bank 
takes into consideration of the following: 
- I \pes and scopes of risks likely to affect the Bank 
- Material contents of the Bank's risks 
- I he Bank's abilit\ to reduce the material contents of such risks 
- Costs of control relating to the Bank's protitahilit\ in handling such risks 
The Bank has combined its internal control and risk management system 
i►ith its operational policN for the following purposes: 
- lo t;tcilitate the forecasting of the Bank's ability to measure risk and respond 
appropriatel\ in relation to major operational strategies. compliance v. ith financial rules 
and regulations and other risks that ma\ occur in the process including to protect the 
Rank's properties from abuse. loss and corruption 
- To maintain qualit\ of the Bank's internal and external reports through an 
accurate recording process. a submission and forwarding of report in an appropriate 
timeframe and reliable information in the report. 
a'r Annual Report 2004, p.34. 
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- To create confidence when it comes to the compliance issue according to the 
Islamic principles, related rules and regulations and the Bank's policies as well as 
guidelines of relevant agencies and business ethics. a, 
Making sure that ISBT has a proper internal control mechanism is one of the 
Bank's responsibilities \%here its costs, risk factors and connected benefits must also be 
taken into consideration. As a result the Audit Sub-committee has been appointed to do 
the following 
1. To rev ie 	hether ISBT has an adequate and accurate financial reporting: 
2. lo re\ie\\ whether ISBT has an appropriate and efficient internal control and 
internal audit: 
1. lo revie%\ whether ISBT has complied with the Islamic Bank of Thailand Act, 
B.F. 24 ( 20021. and other legal provisions relating to the Bank: 
4. To select, nominate and propose auditor's remunerations: 
~. I o produce a corporate governance report by publishing it in the Bank's annual 
report \\ here it must be signed b\ chairman of the Audit Sub-committee: 
6. To report to the Board of Directors to make amendments within a period 
deemed appropriate by the Audit Sub-committee should it find or suspect that the 
following has taken place: 
6.1 Transactions with a possible conflict of interest or a connected transaction 
6.2 Violation of the ISBT I Act. E3.1- 245 (2002) and rele\ant la\\ S and regulations 
6.3 Corruption or anomalies or material defects within the internal control system 
45 Annual Report 2005, p.12. 
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The Internal Control Department reports directly to the Audit Sub-committee tier 
the purpose of balancing of power and independence. Chairman of the audit-committee 
shall report its operation to the Board of Directors on a regular basis."' 
x.115 IT %Ianagement 
I he hank realized the importance of IT infrastructure which must he etticient and 
appropriate to the budget provided by the bank. Therefore. as a budget to invest on IT is 
limited, the bank has selected to use the outsourced IT service provider %%ho is recognized 
and reliable. The hank also concentrated on the standard of IT system . hich is identified 
h\ Bank of Thailand in order that the transaction made matches with normal standard 
central system and he competent with other commercial banks. 
The bank together with the outsourced company developed core banking systems 
which are deposit system (including, ATM). credit, international banking. and accounting 
s\stem since Januar\ 2004. Later in 2005, system can connect the transactions made from 
other branches in Bangkok (online s\stem) like Klongton Branches. Thungkru Branch. 
Next step is to install system which can link with the branches in the south of Thailand 
like Hat'.ai. Yala. Pattani. Naratiwas and Satun. The bank has also prepared a backup 
s\stem in case any unexpected accident occurs so that the system could continuously he 
operated.'-  
Customer Service I)e%elopment 
i he bank has realized the importance of having an efficient development of IT 
system constantly to facilitate faster and perfect services and meet with the customer's 
demand as well as `caring up for the hank's future business expansion. Previously, the 
bank hired SVOA ' %btic Companm Limited, an Information and Technology services 
46 Annual Report 2006, p.10. 
1 Annual Report 2004, p.33. 
provider. to operate and develop the Core Ranking, System applying services under the 
Shari'ah Principles. After the acquisition of Krung Thai Shari'ah Banking Service 
together %\ith the computer system from Krung Thai Bank Public Company Limited, the 
bank have the benefit of using the Core Banking, System which is operating in accordance 
with the Shari'ah Principle as it has been developed and utilized in man\ Muslim 
countries such as Malaysia. Brunei etc.4" 
For the financial year ended 2008 the IT operation for the Bank is highl\ 
dependence on Silver lake Core Banking s' stem, this s~stent comprises of the tollo ing 
modules: Customer Information File. Deposit. Financing, Remittance. I rade Finance, 
General Ledger, Data Ware House Branch Delivery System and Signature Verification 
System. 
Towards the end of the financial year, the Bank has acquired the I lire Purchase 
system. The Ilire Purchase system was provided b\ KI' Soft, one of the leading hire 
Purchase solution prosiders in Thailand. The software is highly customized to cater for 
local requirement. This is a leapfrog move b\ the Bank to kick start the offering. of I lire 
Purchase financing to the public base on the Islamic principles. A minimal customization 
as made to the system in order to comply with the Shari'ah requirement of the Bank. 
File above applications are not able to support our total banking requirement such 
as a comprehensive 1- inancial Management Tools. Treasury, Financing Origination, Risk 
Management. MIS Reporting. Human Resource, Debt Collection. Call ('enter /CRM and 
Electronic Banking. In 2009 to Lace new challenges and competitiveness in the banking 
industry, the Bank improves the information technology system in order to provide a 
43 Annual Report, 2005, p.30. 
261 
Netter service to customers, able to penetrate into bigger market nationwide and most 
iml)~rtcu i t conthcte in the indiNtr\. At the same time also the Bank needs to improve 
Orl tIL 	n l li,rnce \t ith the tatutor,, bodies locally and international. 
With ne%\ direction from the management. the Bank has plan to acquire the 
folio'king s'stem in order to provide a total and comprehensive banking systems and to 
improve our back office system namely:- 
Enterprise Resource Planning (ERI') comprises of the fi~llowing modules:- 
Genera! Ledger. l fixed Assets. Account Receivable. Account Pa\ able. 
Management Accounting Buthzetin Procurement. 
Treasury System 
Credit Approval Process and Work Flo,,% Engine comprises of the tolk>«ing 
modules: ('unSumer Financing Application. Credit Analysis. Credit Approval. Generate 
the Contract and Collateral documents. Interface to Core Banking System. NCB and 
collateral Management. Credit Scoring Models. 
Call Center/CRM comprises of: Call Queues, C'RM Integration, Status 
\ionitorin`g' and Report. (all Monitoring and Recording. Lead management. Campaign 
Management. Cross Selling. 
Data Ware House comprises of: Database for Analytical banking. Asset and 
Liability Management, Anti Money laundering and Know your customer (KYC), MIS 
Report. Data Set. 
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ERP for Human Resource comprises of: Employee Administration. 
Organii.ation Management. Time Management. Payroll. Knowledge Management, and 
Rerruitin2 Management. 
Debt Collection System comprises of: Interface with Core Banking System. 
Classifications of Financing. Risk Analysis and evaluation and Risk Scoring. Monitoring.; 
KPI of collector. 
Risk Management: Credit Risk, Operational Risk. 
Multi Channels Seri ices comprises of: Internet and Mobile banking. 
At the same time also. IT Department is planning to revamp the existing IF 
department in order to cater for the expected business growth of the Bank in coming 
years. New staff is needed to bolster our workforce in order to ensure IT department is 
able to meet more challenging support require by multiple business sections of the 
Bank.s4 
New ('ore Banking System 
The Board of Directors has approved the implementation of New Core flanking 
S\stem known as "Profile" in November 2010. This system will be replacing an existing 
Silver lake Core Banking System which has been in used since 2003. The needs of ne\\ 
core banking system is unavoidable due to technical capabilities of existing system in 
term of software and hardtiare to support our business need and future growth. 
1 Ire 	antages of Profile Core Banking System 
1. Lt Flexible: Setting the pace fir Core processing System Profile is it real time, 
multi-currenc\. deposit and financing core banking system developed as a single 
49Annua4 Report 2008, p.27. 
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integrated solution. It contains a multitude of configurable features that are designed to 
meet the unique product needs of individual retail and commercial financial 
organizations. Profile's proven scalabilith and high availability make its premier 
alternatiNe ti)r organization that are committed to implementing a 247r'365. aI«a)s on 
solution. 
2. Consistent. Real Time Customer Experience Across Multiple Deli'.er\ 
Channels Profile pros ides integration with all delivery channels through event-based 
service Architecture. fhis architecture support access to all functionalit\ through multiple 
standard interfaces. 
3. Business Agility and Competitive Advantage the built in Profile Product factory 
was designed to help IE3ank dynamically adapt to changing demands for new products 
and services. The system's highly granular design lets interacti\elN assemble new 
products ith minimum application development. "I he assembly process le\erages an 
in ventor' of financial objects that can be used \%ithin an product categor'. 
4. 'Growth \\ ithuut Business Interruption Profile is proven, highly scalabilit\. 
real time s\stem and the unique availability of architecture that pro\ ides support liar true 
24/7,365 capability greatly reduces operational risk and creates an alas-on solution for 
{Bank and customers. In addition to exploiting hardware and operating s\stem high 
availability solutions. Profile implements a Logical Multi Site architecture that's maintain 
multiple, simultaneous copies of database in geographical dispersed locations. The system 
can switch to a remote site almost instantly, recovering at the point of last database 
transaction. 
SO Annual Report 2010, p.50. 
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S,16 :activities of Islamic Bank of Thailand 
I'he Islamic Bank of I hailand, or I bank, is a financial institution which aims to 
create products and ser%ices that best suit the customers' needs. ISBT lirml uphold the 
virtues that emphasize care for all groups of people in societ%. ISBT realize the 
significance of the assistance and provide and the responsibilit 	e haft to help develop 
the national econom\ and enhance the quality of life of the That people. 
In 2004; 
• I`[3I opened. Sathorn Branch, functioning as business center and linking 
international trade 
• Promotion and support of full-line Haj service by Islamic hank of Thailand 
• Launch u1' I V series Promoting Islamic Bank of Thai land' service 
• 15131 participated the Prophet Muhammad Birthday Celebration (Mou-lidin-Nahi) 
H.C. 1425 
• I he Signing! of T4'7IOU to give financial support to Private Islamic Schools 
• ISBT held it seminar entitled "learn spirit to success" for stuff and management 
Team around 6U persons 
• ISBT's support new medical technology to Pi~avate Hospital 
• I- lection of ISH I 's chairman of the Board of Director 
• ISBT together '\ith Forest Industry Organization promotes Park building and 
\larket,, search for wood industry 
• IS13T and (iPI- jointl\ launch Sirimongkol-Leenah I lonme Project for government 
offices and GPF member == 1 
• IS13 V together with Bank for Agriculture and Agricultural Cooperatives pro\ ide 
joint service to bank customer 
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• ISBT. represented h\ Mr. Anant Tangtatsv~as sponsored the production of 
trilingual computer 
• Seminar on --Strateg to success in Apartment business 
• Seminar of ISBT and benefit for Satun people 
• Signing ceremony of Financial Support to private Islamic Schools 
• I<lamic Fund is the first to be operated in accordance 'Kith Islamic Principle ISB1 
ingested in the fund and is a sole selling Agent's 
In 2005; 
• HRH Princess IJbolratana Mahidol gave a complementary token to ISBT 
• fhe Annual Shareholders Meting, No. 2/2005 
• I ransfer of KTB Shariah Business to ISBT 
• l aunch of /.akat Account 
iarl:eting Activities 
%s an alternative for the general public, the Rank displa\ed its booth at 
exhibitions as a means for marketing promotion and introduction of new products. and 
opened its branches to sere customers and increase business transactions. 
• Credit extension in special projects to professors and staff of Dhurakij Pundit 
University for purchasing notebook computers 
• ISBT displayed a Booth at The Prophet Muhammad Birthday Celebration 
i \4ita-l)un-Nahi) H.C. 1.126 at Suan Amporn. 
• Buildup a\'areness and understanding in the Islamic Bank of Thailand's 
business in the Extraordinary Meeting \o. 1 i2005 of Decorative Items and 
sl Annuat Report 2004, pp.9-14. 
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Gifts Association at the Department of Export Promotion. Ministry of 
Commerce. 
• Opening of Krabi branch on August 22. 2005 
• ISBT held seminar entitled "Strategy to Successful Apartment Business II" for 
business o~\ncr at Radisson Hotel 
• ISBT held seminar entitled "Islamic Bank. Ne\\ Dimension of Financial 
Services in Krabi.'-' 
In 2006; 
• Sheikhul Islam of Thai land. as a representative. received Zakat scholarships from 
ISBT 
• \lr. Aroon Boonchom. Chairman of the Religious Advisor\ ('ommittee and 
[)irector, chaired a ceremom to grant Zakat account donations to 71 Muslim 
families of fire' ictims in the \1ittrapab Muslim Communit). 
• ISBT sponsored a painting contest under the topic of "Binding Hearts of All Thais 
for Peace" at 1 V Channel 5. 
• Knowledge enhancement activities for bank stab and the public 
In 2007; 
• 1 'elcoming Bahrain Prime Minister 
• I he Extraordinary Shareholders Meetint. No. I /2550 
• The Extraordinary Shareholders' Meetimi No.2/3550 
• Si;-nin-, and MOU with the Provincial Waterworks Authority (PVC A) 
• /akat Account to help tire victims`' 
Sz Annual Report 2005, pp.31-32. 
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In 2008; 
• Maclid Ceremony in Thailand 1429 (year 2 08) 
• Zakat Scholarship Provision in 2008 
• Aid Fire Victims 
• Planting for the Better World 
• Islamic Bank of Thailand and the Bank for Commercial Cart Provision for those 
Poor 
In 2009; 
Activities to honor His Majesty the King. 
To produce a documenlary entitled -Ii; Majesty's friend from Sainuri: An 
Unwavering Loyalh;' to commemorate the auspicious occasion of His Majesty tie king's 
82"" Birthday Anniversary on December 5. 
Activities to spur the Economy 
I bank realizes the imporlance of spurring the economy and generating income for 
all groups of people in an effort to help develop and stabilize the nation's economy. The 
Bank has continuously created products and special promotion according to the economic 
situation of the country. 
• OTOP products entrepreneur 
• Street venders and entrepreneurs 
• Government officers and employees to organize a public project to finane to 
people who encountered diflicultics in life as well as entrepreneurs or 
53 Annual Report 2n06, pp.31 32. 
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unemployed people who needed to start an occupation or to expand their 
hllsines$ 
• Grassroots entrepreneurs. organizing the ]Bank micro finance project for 
residents in the south %\ ho had lo\\ income. 
Activities to promote Education 
Another aim for IHank is to create educational opportunities for Thai youngsters 
to equip with knowledge and experience through the provision of financial support and 
donation of teaching and learning materials \\orth more than 700,000 baht to various 
foundations and public charity organizations. For example, the Bank collaborated ith 
the Processor Sangvian Indaravijava Foundation granted scholarship tOr students in the 
three southern provinces. The Tarhivah Islam Foundation and the l!mmul Qura Youth 
Institute in Narathiwas and Pattani Provinces. The Bank also pro\ ided support in form of 
prizes in the Second Southern Fast Math Trick Contest and youth training and sightseeing; 
activities in Ban,;kok. etc. 
Actisities related to Religion 
Wank operates with strict!. adherence to the ethics as well as religious teachings in 
offering good and fair services. In 2009, the Bank organized various religious activities: 
• Participating in a \%ell-%Nishing ceremony for those going to perform the Haj at 
Su.arnabhutni Airport 
• ('ontrihutinti prizes to readers of Al-Quran reciters to render I hai Muslims the 
opportunity to participate in the recitation on all international level. 
• Hosting the Iftar dinner all through the month ot' Ramadan for all Muslim people 
who used the services of Suvarnabhumi Airport 
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• Allocating Zakat donations worth more than 900,000 baht to students, need 
people. and people suffer to disasters and relief to grassroots community 
• Fund and rood donation for the lt'tar dinner to fellow- Muslims in the Ramadan 
Relationship Project.`' 
In 2010: 
Islamic Bank of Thailand or (Bank firmly upheld the principles of good corporate 
governance by striving to provide excellence in services and operate the business with 
ethics to enhance the livelihood of the Thai people as well as stimulate it sustainable 
economic growth for the country. Such beliefs of IQank were clearly evidenced through 
all the activities it conducted in 2010. 
• The Organization Management by the corporate governance principles 
• kducation Standard Enhancement for Thai Youth Project 
• Muslim Community and Masjid Development Project 
• Disaster Relief Project 
• Religious Supporting Activities" 
5.17 Offices and Branches 
Since 2009, 11.3ank had 28 branches to provide services to the customers. In 2010. 
IBank therefore accelerated the opening of 26 new branches. As of the end of 2010. the 
Bank had 54 branches. However. [Bank's polic\ to provide nationwide service coverage. 
(Rank had set a target of at least 30 new branches in 2011 and created mobile units to 
promote and pros ide services according to the needs of target customer groups. In 2010. 
s4 Annual Report 2009, 42-49. 
ss Annual Report 2010, p.54. 
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Bank expanded the ATM network outside [Bank's premises by 6 units and established a 
tbtcign exchange seroice at Suvarnabhumi Airport and in Pratunam area. 
Table 5.10: Business Network 
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5.18 Investment of Islamic Bank of Thailand in Other Companies 
In %ear 2(110, II .1I1L ht invested 49 percent of the registered and paid tip capital 
in Amanah Leasing Plc. (.1MANA1{), tirmerly named Nava Leasing Plc., with its 
objective to support (Bank business to have a toll range of Islamic products. AMANAI I 
will he used as the main armed base to expand retail business banking which including 
hire purchase financing according to Shari'ah principle. Amanah Leasing, Plc.. a listed 
compam• conducts the business regarding the hire purchase financing and leasing 
financing according to Shari- ah principle. AMANAH expands its marketing channel via 
branches and its representative, co'ering the areas around Bangkok. metropolitan area 
and prosincial areas. Currently. AM1ANAll has six branches and o\er 100 local 
representatives. 
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Table 5.12: Investment in Other Companies 
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5.19 Prospective 
In the future plans. I[iank has sharpened the %ision and mi~siun. The hank's vision 
is to aim for excellence %< ithin the Asia Region. If3ank 	niksitin k to provide excellent 
service %%ith accurate, quick and impressive: to have products of excellence to meet the 
needs of the customers and to be competitive in the market: to have excellence 
information technology to support Iliank's operations that has shifted the target 
customers to individual customers. IBank has established appropriate strategies to support 
these objectives and goals. IBank also establishes standard appraisal s.stem in relation to 
the operation fixture plan to motivate employee 	ith good performance, including 
developing remuneration and 	eltare systems to retain employees that have good 
potentials. morality a nd ro\altN. IBank has established the main strategies and strategies 
to drive the economy the future plans as follows: 
I. Effective Cost %lanagement 
I co reduce the ratio between the cost of funds and cost of operations and revenue 
and creating cost advantage, this will enable 113ank to set the financing profit rate and 
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other tees at the competitive level with other financial institutes, %Nhich will continually 
increase Iliank's accounting net profit and economic profit. 
2. Ser' ice minded 
I o create and develop service minded employees so that the customers can 
experience the greatest satisfaction \kith the customer feeling or experiencing the sincerity 
of IBank' V ser\ ices. 
3. Customer Care and Understanding in Customer 
To strive understand the behavior and needs of the customers and to be able to 
meet the needs of the customers without being asked. 
4. Trust Worth% and Friendliness to the Customers 
In ,tri\c to pro' ide friendly services to the customers as thou'Ji they are relatives 
h\ al\\a's beinu, reliable to the customers. 
S. Product Diversity 
It is the hope of thank to have products and services that satisfactorily meet the 
needs (ii all target customer groups. 
6. Returning Value to Society 
1 o improve socie1 and community through projects under the Government's 
policies and through the Bank's projects 
7. Operational Development 
'I a in►prove operational and information technology systenns of IlHank on 
customer services, internal and external communications and support the Bank's 
operation to the highest efticienc%. 
8. Employees' Career Stability and Security 
It attempts to create a re\\arding and happ 	orking environment %%ith career path 
for all employees and colleagues. To be able to see the links between the 4 dimensions of 
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the strategic objectives. using the above strategies to create a Corporate Strategy Map as 
tol(r'lv s:'6 
Figure 5.3: StrategN Map 
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Sources: Annual Report 2010 
To sum up. the tbcus of this chapter was an analysis of Islamic banking in 
Thailand since its inception. Thailand never had Islamic banking to serve the Muslims in 
the country and Islamic bunk is a debut in this country. Hu\~cver, 'l'hai Muslims needed a 
solution to eliminate interest for saving money since previously the deposited money in 
consentional hanks. Consequently. Muslim representatives attempt to push the act to 
Thai parliament until the act was passed and became effective on 22 October 2002 
which was supervised by the Ministry of Finance. Hence. the law paved the 
wa, to establish first full —pledge Islamic bank of Thailand in 2003. 
5e Annual Report 2010, pp.37-38. 
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We have examined various aspects of Islamic banking in Thailand: what is 
Islamic bank" Ho y% is it processing? What are the products'' What is the structure of 
bank." and How is approach to customers? etc. Since Islamic banking in Thailand is rather 
a new with limited experience. I fence, there are several issues confronting for the Islamic 
banking. Some of them can be listed as under: 
• Customers have a suspect in operation system, how the bank is working without 
interest? Hence. the public operation is very important. 
• Bank workers lack knowledge in Shari'ah's principle to explain their customers. 
• Since. Islamic hank of Thailand is a state enterprise, it lacks encouragement and 
formation of attractive policies. 
• Loans to entrepreneur should be carefully considered to avoid loss and Non-
Performing Loan INN.). 
Not ithstanding. the limitations listed above brictl\. Islamic banking in Thailand 
has a chance to accomplish its objectives if it is managed professionally. The one 
ad antage is Muslim customers are ready to use products of Islamic bank to comply their 
Islamic principle. It is important to note that Buddhist customers are increasing 
continuously though slowly. Islamic bank of Thailand should he explicit to explain its 
operations to the public for greater confidence. The chapter simply makes it clear that the 
branches of Islamic bank in different part of the countr' are expanding at a rapid pace and 
by and large cover all regions the country. Thus it can be concluded that the purpose of 
establishment of Islamic bank in Thailand to a greater extent has been achieved with the 
result that its future is bright. I-io\\ever. certain issues have to be solved Out. 
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Chapter 6 
Islamic Ranking Systems of Saudi Arabia and Thailand: 
A comparison 
We have etimined in some depth the salient Fealures of Islamic Banks in Saudi 
Arabia and Thailand in chapters 4 and 5 and have also analyzed the current situation in both 
the countries with different aspects. Saudi Arabia which is predominantly a Muslim country 
is having .sorld's largest Islamic Bank operating in their country whereas Thailand a 
Buddhist nation is served by a single bank which was established in 2003. This chapter will 
deal with a comparative study of genera! and operational aspects of Islamic Banks in both 
countries. 
6.1 Geography and Climate 
Saudi Arabia: the Kingdom of Saudi Arabia is the largest country in the Arabian 
Peninsula and occupies some 2.3 million square kilometers (865,000 square mile). It is 
bounded to the west by the Red Sea; to the north by Jordan. Iraq and Kuwait; to the east by 
the Arabian Gulf, the United Arab Emirates, Qatar. and Bahrain, and to the south by the 
Sultanate of Oman and Yemen. Much of the country is desert. Whilst the climate in Saudi 
Arabia is mainly warm and dry, variations occur between the coastal areas and the interior 
regions. 
Thailand: Totaling 517.120 square kilometers (198,120 square mile). I hailand is the 
world's Slst-largest country by total area. It is hounded to the West and North West h) 
Myanmar and to the Fast and North East by Laos. to the South East by Cambodia and to the 
South by Malaysia. .The local climate is tropical and characterized by monsoons. There is a 
`Dr.Mohamed AsAmri& Co, "DOrg business in Saudi Ar aoia' June 2007, 
F 	dt (e Sop 2012) 
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r:►in~. aria, and cloudy southwest monsoon from mid-May to September. as well as a dr'. 
cool northeast monsoon from November to mid-March. The southern isthmus is al\+ays hot 
and 111,11111d. 
6.2 Population and Language 
Saudi Arabia: Based on the last official census the Kingdom has a population of 21 
million including 4.6 million expatriates from different parts of the world. Arabic is the 
official language of the Kingdom. Whilst English is wwidels spoken in business and 
government circles, all correspondence with the government ;authorities is conducted in 
Arabic. lhere are about 25 million people who are Muslim, or 97% of the total population. 
Saudi Arabia is an Islamic Countr'. 
Thailand: It is the 20th-most-populous country with around 64 million people. The 
capita: and lay est city is I3angkok..About 75%.%0 of the population is ethnically Thai. 14% is 
of ('hinc,c on 'in. and .;° , is ethnically Mala: the rest belong to nHim.yyity groups 
including Mons. Khmers and various hill tribes. The country's ofticial language is Thai. The 
primar\ religion is Buddhism, which is practiced by around 95 of the population.' 
6.3 Go\ernment 
Saudi Arabia: The Saudi Arabian 	crnu1cfli 	hich has been an absolute 
monarchy since its inception refers to its system of government as being Islamic. The King 
who is the present prime minister and a Council of Ministers from the executive and 
legislati\e branches of the Government responsible for formulating the country's economic 
policy and guiding deselopment. ! he Council of Ministers is supported by a Consultative 
Council "Shura" which has 150 distinguished men of the Kingdom as its members appointed 
2 Wikipedia, Thailand, http://en.wikipedia.org/wiki/7hailand, (10 Sep 2012) 
Dr.Mohamed Al-Amri& Co, No.1, p.1. 
Wikipedia, Thailand, http:/Ien.wikipedia.org/wiki/Thailand, (10 Sep 2012) 
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h' the King. Being the cradle of Islam, the Kingdom's legal system and laws are based on 
"SIl \kI.\" Islamic principles. The laws and regulations applicable to all businesses are 
promulgated by Royal Decrees. The Kingdom is divided into 13 provinces, the 
adi mnistration Hof which is presided over b-\ governors.` 
l'haiInnd: I he country is a constitutional monarchy, headed by King Rasta IX. 
the ninth king of the Ilouse of Chakri. who, having reigned since 1946. is the 
world's longest-serving head of state and the longest-reigning monarch in Thai history. The 
politics of Thailand is currently conducted 	ithin the framework of a constitutional 
monarch\. whereby the Prime Minister is the head of government and a hereditary 
monarch is head of state. The judiciary is independent of' the executive and the legislative 
branches."  
6.4 Currency and Foreign Exchange Regulations 
Saudi Arabia: The unit of current is the "Saudi Ri\al" (SR) hich is divided into 
100 subunits called ''IIilala". There have been small adjustments from time to time in the 
exchange rate between the Saudi Rival and the US dollar. In 1986 the exchange rate as set 
at SR 3.75 to US$ 1.00. Capital and income are allowed to be repatriated and personal 
savings and management tees remitted abroad without restriction. 
'Thailand: The "Halt" is the currency of Thailand. It is subdivided into 100 sat wig. 
(he issuance of cttrreiicv v is the responsibility of the Bank of "I hailand. l he baht was pegged 
to the U.S. dollar at an exchange rate o130 baht = one dollar.` 
SDr.Mohamed AI-Amri& Co, No.1, p.2. 
Wikipedia, Thailand, http://en.wikipedia.org/wiki/Thailand, (10 Sep 2012) 
'Or. Mohamed Al-Amri& Co, No.1, p.2. 
8 Wikipedia, Thailand, http://en.wikipedia.orp,/wiki/Thailand , (10 Sep 2012) 
281 
6.5 Economic Aspects 
Saudi Arabia: I he economic transformation of Saudi Arabia over a 20 year period 
from .I basically agrarian economy to a growing industrialized power with petroleum-based 
has placed considerable demands upon its banking system. The economy of Saudi Arabia is 
petroleum-based. Its oil industry yields roughly- 75% of budget revenues and 90% of export 
earnings. It comprise,, about I5%% of the country's gross domestic product with approximately- 
260 billion barrels ofoil reserves. This represents about 24% of the proven total petroleum 
reserves of the \\orki. 
Thailand: Exports an increasing value of over $105 billion orth of goods and 
s<r\ ices annually. Major exports include Thai rice, textiles and footwear, fishery products. 
rubber. jewelry. cars. computers and electrical appliances. Thailand is the world's no.1 
exporter of rice, exporting more than 6.5 million tons of milled rice annually. Rice is the 
most important crop in the country. The traditional agrarian economy of Thailand has 
diverged into a multi-faceted economy. with Thai industries now boasting the latest and most 
sophisticated technology. Several important factors have contributed to the country's 
enviable growth. The abundance and diversity of Thailand's natural resources complement 
the country's large expanses of fertile land and ideal growing conditions. Thailand. as a 
result, enjoys agricultural self-sufticiencv, which enables it to become the key food exporter 
in Asia. 
6.6 'I he Inception of 13anking 
Saudi Arabia: Initially, it was a money exchanger to provide a service for 
pilgrimage. I lowever a large amount of the da\ to da\ banking business was performed by 
Energy Information Administration, 2009 
16 Wikipedia, Thailand, littp:/f en.wikipedia.orpJwiki/Thailand , (10 Sep 2012) 
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the nadilion1 money exchangers, which did not cover all the banking activities required in a 
modern society. The banking business, which was not traditionally undertaken by the money 
exchangers, was left to foreign banks, such as ABN Algcmune Bank. Nederland, being a 
pioneer in the kinNdom.'' Therefore, the kingdom's firsi foreign banking institution was 
Dutch and opened in 1928.However,the first Saudi Arabian bank, the National Commercial 
Bank (NCB), was founded in 1953 by a Royal Decree of King Abdul Aziz, The Mahtouz 
and The Musa Kali families to petition the King for permission to establish a hank, With 
their background as money-changers they had the foresight to create the NCB in the hope 
that it would act as banker to the Saudi Royal families (in the absence of a central bank) and 
also take business from the other money-changers.'2 
Thailand: Though Thailand was never a British colony, it was a British owned bank 
which first introduced conventional banking in Thailand It was only in 1888 that it 
conventional bank was first established. The British-owned Hong Kong and Shanghai Bank 
commenced banking activities in Thailand in 1888, And the domestic or local bank was the 
Siam Commercial Bank. presently known as Thai Commercial Bank established in 1906)' 
6.7 Central Bank 
Saudi Arabia: The growing financial and monetary difficulties in which the Saudi 
govcrrunem found itself led Abdul Aziz to agree to seek foreign help in the early 1950. 
Attention particularly centered on the advisability of creating a central bank to solve the 
country's financial and monetary problems.14 On 2O' 	1952 a Royal Decree ordered the 
`Ralf Meyer-Reumann, The Banking System in Saudi Arabia', in Amb Law ffunrtedy, Vol. 10, No 3 (grill, 
1995), pp Z07  237, (p.2131. 
" John R. Prede4, Rodney WitwrL, Banking in the Arab Gulf (Mew york: Palgrave Marmlllan, 19921, p. 1R_ 
"5ndle Heron, Kumaldt vammtdeng, 'Islamic Banking in Thailand: prospects and Challenges' lnterrationoi 
Journal of Islomle Flrronual Service, Vol.5 Nat, p.1. '  Rodney Wilson, Economic Development in Snudi Arabia I London arid New York. Rout ledge Curzon, 2004) 
p.56. 
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establishment of tic Kinedom's Central Bank. to be named the "Saudi Arabian 11onetar}' 
Agenes" (SANTA). \\ ith a capital of 500.000 Saudi Gold so\ereigns or US$ 0 million." 
Thailand: Initially, all central banking activities were performed b% the Thai 
\ationaal Ranking Bureau. which was established in 1939. Ilo\\ever. these activities were 
taken o\er b\ the central bank. The central bank ol'Thailand \' as established in 1932 named 
"Bank of Thailand" (BOT), the responsibilit\ for all central hankin, 1iinclion~. fh.c tank 
of Thailand started operations on 10 December 1942.lust like any other central banks. the 
ROT is responsible in tormulati,ng monetary policy, Supervising, financial institutions to 
ensure that they are secured and supportive of economic development, acting as banker as 
\cell as reconiniendinu, economic policy to the government, acting as banker to financial 
institutions, managing the international reserves. and printing and issuing bank notes.'`' 
(.S The Banking Structure 
Saudi Arabia: I he banking structure in the kingdom of Saudi Arabia is composed of 
commercial 112 Banks) and specialized credit banks (5 Banks). Most medium and long terra 
financing is carried out by the specialized credit banks while commercial banks are engaged 
in short term lending activities. SAMA established several specialized credit institutions as 
Saudi A uriculture Bank (SAES). Saudi Credit Bank (SUB I. Public Investment Fund (PIE:). 
Saudi Industrial Development Fund lS,lDF). and Real Estate Development Fund (REDF).' 
Thailand: I he banking structure of Thailand include of Thai Commercial Banks( 1 3 
Banks), Foreign Banks (1 SBanks). and Specialized Banks (6 Banks 4 companies). The 
Islamic [lank of Thailand is the one categor\ under control of Specialized Banks." 
S.A. Banafe, SaudiArabion Financial Markets, (Riyadh; Ayyoubi Printers, 1993), p.34. 
Sudin Haron, Kumajdi Yamirudeng. 'Islamic Banking in Thailand: Prospects and Challenges' International 
journal of slornic Financial Service, Vol.5 No.2, p.2. 
Sutan Emir Hidayat, Suliman Abduirahman Alhur, Public Awarness on Corporate Social Responsibilities of 
Saudi Islamic Banks m 8" International Conference on Islamic Economics and Finance, Center for Islamic 
Econcmics and Finance, Qatar Faculty of Islamic Studies, Qatar Foundation. 
'' Bank of Thailand, Annual Report 2002. 
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6.9 Commercial Banks 
Saudi Arabia: The I2 commcrcia( banks in Saudi Arabia. 3 banks are w'holl\ 
owned h,, Saudis such as The National Commercial Bank, Al Rajhi Bank (RAJt-II) and 
Riyad Bank. (here are 9 foreign joint -entures banks as The Saudi British Bank (SABB). 
Saudi Investment Bank (SAIB). Alinnla Bank. Banque Saudi l'ransi (13SF). Samba Financial 
Group tSA.\4BA), Saudi Hollandi Bank (SHB), Arab National Bank (ANB). Bank AlBilad 
and Bank AlJazira (Bit).' 
thailand: I hai commercial banks (14 Banks) are l3ankok Bank. Bank or A.dha'a. 
C IN-IB I hail Bank. Industrial and Commercial Bank of China (Thai). Kasikorn Bank. 
Kiatnakin Bank. Krung Thai bank. Land and Houses Bank. Siam Commercial Bank, 
Standard Chartered Bank (Thai), Thanachart Bank, Tisco Bank, [MR Bank and United 
Overseas Bank I Thai). 
1-oreign Banks (I i Banks) are [lank of America National Association. Hank of Chlna, 
BNP Paribas. Citi Bank. Credit Agricole Corporate and InNestment Bank, Deutsche Bank, 
Indian U~crsea Bank. JPMorgan Chase Bank. \tizuho Corporate Batik. Oversea-Chinese 
Banking. RI 113 Bank I3crhad, Sumitomo Mitsui Banking. Bank of Tokyo-Mitsubishi UFJ. 
I long Kona and Shanghai Banking and Royal Bank of' Scotland N.V.21, 
6.10 Islamic Bank 
Saudi Arabia: Islamic Banks in Saudi Arabia has been ambiguous with %arious 
issues. During the early stage of its development. SAMA was faced with the dilemma of how 
to prompt banking activities in the kingdom %%ithout violating Islamic codes, the commercial 
banks in Saudi Arabia charge and pay interest rate but they are reported as fie and 
SAMA's Official Website, http://www.sama.gov.sa/sites/$AMAEN/Links/Pages/SaudiBanks.aspx 
(11/05/2012) 
'0 Bank of Thailand Website, http://www.bot.or.th/English/Pages/BOTDcfault.aspx, (15 Sep 2012) 
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commission. SAMA has done nothing to prohibit such charges. since %%ithout these charges 
it Would he ver\ difficult for the hank to operate efflcientl\.'4 Saudi Arabia ssas not 
permitted Islamic banks licensed due to political reasons; the creation of an Islamic bank 
would mean the existing twelve are un-Islamic. It means that. SAMA acts not necessity to 
allow Islamic bank licensed because it deems the wholly of commercial bank in Saudi 
Arabia is Islamic. And the country's rulers cannot publicl> come out against Islamic 
banking. especiall\ ss hen they are involved in an ideological battle with their on 
fundamentalists. There are no easy answers for SAMA to solve these problems sNith a 
dilemma. I loss ever. the first permit granted to an Islamic bank was in March 1987. \\"hen 
SANTA obligated AI-Rajhi Compan\ ti►r Currency Exchange and Commerce was tinall> 
converted into the countr\'s first Islamic hank. AI-Rajhi was prohibited b' SAMA from 
calling itself Islamic. Although AI-Rajhi refrained from using "Islamic" in title.'' 
It can he summarized that Islamic bank license was allossed to only one bank Al- 
Rajhi hank. the first Islamic bank of Saudi Arabia and the world's largest Islamic hank. At 
the end of year 2006 the 12 banks in Saudi Arabia there are 3 Islamic retail banks (Al-Rajhi. 
Al-jazira and Al-hilad) reported all their operations were conducted in a Shari'ah-compliant 
manner (full pledge). While 9 other Saudi Arabian banks conduct a portion of their business 
along Islamic lines, keeping separate from other operations and there are Islamic window to 
provide it Shari'ah-compliant service and production for client. tm  
Thailand: lucre is onl\ one Islamic bank in Thailand %%as called as "Islamic Bank of 
Thailand" ofticially opened on I June. 2003. With a registered capital of Bt I billion and paid 
up capital of F3t99.8 nlillion. The Islamic bank of Thailand was supersised h\ the Ministry of 
`'Mohamed Elhage, Monetary Policy and the Financial Sector's Role in Economic Development: A Case Study 
of Saudi Arabia tunpub'.is ed doctoral thesis, The Johns Hopkins University, 1991), p.33 35. 
` H~►azi's and Tarush's, Islamic Banking: A crisis of Credibility, p.10. 
" The Middle East Journal, 1990, p.237. 
24Salahuddin Ahmed, Islamic Banking Finance and Insurance a Global overview (Kuala Lumpur: A.S. 
Noordeen, 2006), p.103. 
finance and Bank of I hail~ind. under the category of Specialized Banks' .1•he actual idea for 
the establishment of an Islamic bank can be traced back to 1994 when the Ro\al Thai 
Government singed the "Indloncsia-Mala; sia-Thailand: Growth Triangle — IMT-Gt Project". 
As the majority of the population in this tri-partite area are Muslims whose ways of life are 
governed by the principles of Islam!(, 
6.1 1 Objectives of Islamic Bank 
Saudi Arabia: The Bank established an independent Shari'ah Board, formed and 
ratified h\ the Constituent General Assembl\ with the objective of ensuring that all Bank 
activities are subject to the approval of the Shari'ah Board. Since. The deposit groth of 
Islamic banks have been higher than the Saudi banking sector as seen the ('AGR growth of 
7.4', seen in the report 2002-05 as compared to I2.9% recorded by the Saudi Nanking 
sector for the same period. This leads to ver\ high spreads tier the Islamic banks as a 
consequences. man\ consentonal banks have developed Shari'ah-compliant un-remunerated 
deposits in recent \ears. [his is particularl\ true in Saudi Arabia. where conventional banks 
target aggressive Shari'ah compliant deposits through Islamic Windows. It is to be noted that 
most bank in the kingdom have launched Islamic banking product. either through a separate 
Islamic \Vindoww or subsidiary., 
t hailanct: The ohjcctives pit" the Hank are to carry out banking and investment 
activities in accordance with Shari'ah for Muslim people in Thailand. This is a solution for 
Thai Muslims because of Thailand never has Islamic banking before. The Government of 
Thailand has outlined \arious objectives which ought to be achieved by Islamic banks 
operating in Thailand. To meet the banking and credit needs of the Muslin population in 
''Bala Shanmugam, Vignesen Perumal, Alfieya Hanuum Ridzwa, No.1, pp.125-127 
Annual Report 2004, Islamic bank of Thailand, p.15. 
' Global Research Saudi Arabia banking sector, September 2006, p.9. 
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Thailand in conformity with the Shari'ah, to cultivate the savings habit among Thai 
Muslims. particularly for pilgrimage purpose. to suppl\ low cost fields for entrepreneurs who 
wish to undertake investment projects especially in the southern border pros inces. Fo attract 
savings and investment from other Mu,4im countries and to encourage non-Islamic financial 
institutions to parlicip!;Ite in the Itilanllc banldn`, sector. 
6.12 Share }folder 
Saudi Arabia: In 1968. SAMA was approaching foreign banks with branches in the 
Kingdom in an attempt to convert these banks into a Saudi joint stock compan\ with a 
Saudi participation of (0 percent". This procedure later became kno\\ n as the "Sauaization" 
of the commercial banks and became an official policy of the government (normally 20 
percent in the hands of prominent Saudi business families and the rest 10 percent with the 
general public). The foreign hank maintained a 40 percent equity stake in the hank.'9 
Thailand: I he Islamic Bank (it Thailand Act, 13.E.2545 	as prescribed as the 
lanai ce \1inistry can be holding up to 9% and according to regulation, foreign holding are 
limited to 33°. i lo\\ever. the private sector can be holding not exceed 15% except the 
organizations or State enterprise of go\ernment. 
6.13 Capital 
Saudi Arabia: There are many Islamic Banks in Saudi Arabia although it has the 
world's largest of Islamic Bank in the Kingdom called Al-Rajhi Bank. Founded in 1957. Al 
kaihi Bank is one of the largest Islamic Banks in the \Norkd with total assets of SAR 184 
billion (US 49 bn), a market capital of over US$4 billion, enlplo ing 7,500 associates. 
"Bala Shanmugam, Vignesen Perumal, Aficya Hanuum Ridzwa, No.1, p.128. 
Mohamad Elhage, No.21, p 36. 
30 The Islamic bank of Thailand Act, B.E.2545 
" Al Rajhi Bank: Press Pack: January 2011, p.3. 
288 
Thailand: Islamic Bank of Thailand officially opened on 2003 with a registered 
capital of Bt I billion (around ill million Dollars) and paid up capital of 131969.8 million. 
Until 2011. the registered capital increased to Bt 86.785.500.000 (around 2.800 million 
Dollars).' 
6.14 ('ustomer Target and Officer 
Saudi Ara hia: Most of the people, in Saudi Arabia are Muslim. Hence, almost 
ever\ customer and officials of Saudi Arabian banks are Muslims. I lowever, there are marls 
Saudi Banks who have opened the branches outside of kingdom to attract foreign customer. 
Thailand: Since. Muslims are in minorit\ in Thailand the customer target of Islamic 
13ank are not only restricted to Muslims alone, but it attempts to target a Buddhist customers 
too. Resulted. Buddhist customers are increasing in numbers eery year. Initially, Thailand 
has no Islamic Bank, reasonahl\ a fe`,k Muslim %rerc «orking in Conventional bank,,. Due to 
religious restrictions, as well as lack of experience in Islamic banking system among 
Muslims. most of the officials (60-70 %) in Islamic Banks in Thailand are Buddhists. 
fhough, they are expert in banking operations but having lack of kno\\ledge in Islamic law 
(Shari'ah). 
6.1 Financial Instrument Practiced 
the Islamic bank of Saudi Arabia and Thailand are deepl\ rooted in Islamic 
Banking-, principle in accordance with Shari'ah. There is Shari'ah Advisors Board to control 
and advise the operation In t4d,nciftl Instrument practiced. I Fcranire, almost every financial 
Instruments of Islamic Bank of Saudi Arabia and Thailand are in sim4larl' to each otlicr 4th 
occasional difference in some products due to the ditterences in school of thought ( Islamic 
Law'Si Lirisprudence). 
''Islamic Bank of Thailand, Annual Report 2004, 2011. 
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6.16 The similarh in Islamic financial instruments of Islamic Bank of Saudi Arabia and 
Thailand can be summarized as following. 
• \\ adiah Yad Amanah (Safekeeping or Trustee) 
I he basic concept of ntuliah ad al-,Tnna7ze1h is that the trustee will only be 
responsible liar damages to the assets or property entrusted in case of negligence and the 
trustee cannot mix the assets or property 	ith his or other people's properties. In Islamic 
banking perspective, the sarinv- account lacility is offered to account holders who seek sate 
custody of their funds and wish to save money, whilst current account facility entitles the 
depositor to receive his funds on demand and depositors ma-, pay a fee to bank for 
safekeeping and ser\ ice. 
• \\adiah Yad Damanah ((uaranteed Safe-CustodN). 
i he 1tiia1ielh v iei twn(llt1I is a combination tf - Ir(1(!i017 with gt,1Wll1 ((inarantee 
contract) principle. Under this rule, the bank can use the funds or deposits as it wishes and he 
liable to refund back hen demanded by clients. Any profit generated \\ill be solely for the 
bank. However, the hank Ina\ :,rant hi huh (gifts) to the clients if the bank \\ants to share it 
but it is not an obligation.,  
• IusharakaIi (Partnership) 
\tusharakah is another central pillar of the Islamic Bank model. The term is derived 
from the Arabic word "Sharikah". which means "sharing' or "partnership". The bank 
becomes a partner in business with the entrepreneur. Both entrepreneur and bank share in the 
investment and run the business. I'he paid representati\ es and experts of the bank work 
alongside the entrepreneur. The profit or loss, howe\er, must he borne proportionately to the 
investment of' capital. And the profit or loss %%ill be determined after completing the records 
33Wadiah yad amanah and Wadiah yad dhamanah, http://arzim.blogspot.in/2010/02/application-of-wadiah-
and-gardh.html, (10 Sep 2012) 
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of business and then shared out according to the above-mentioned principle. The net capital 
i)1 he returned to the partners along with profit after deducting any loss.'r 
• Mudharabah (Profit sharing) 
I he Bank accepts Jepo' its from its customers who look for investment opportunities. 
Be Bank acts as the entrepreneur. Both parties agree with the profit distribution / sharing 
ratio. the customer does not participate in the management of the funds. In the event of it 
loss, the customer bears all the losses. Profits generated from the use of the customers funds 
will he distributed according to the predetermined ratio." 
• Murabahah (Mark up Financing) 
he Murabahah as the financial operation of Islamic banking. it e%orks in this gray. 
the client approaches the Islamic Bank to finance the purchase of a specified commodity. 
The hank will purchase the specified commodity from a seller of its choice, paying, the price 
of the commodity in cash. Once the o~%nership of the commodity is transferred to the hank, it 
sells the cornmoclit' to the silent on a deferred payment basis against an agreed price. The 
new price at \khich the bank sells the comrnodith to the client is the original price (which is 
the cost to the bank) plug the mark-up the bank is charging (which is its profit margin).`" 
• Bair Bithantart .%jil (Deferred Payment) 
Rur 	jjal refersto a sale against deferred payment (either in lump sum or 
installments. \'ery rarel\ is \lurabahah used by Islamic Banks +pith the price paid 
immectiatel\ h\ the customer. When it customer approaches an Islamic Bank to finance a 
purchase through \lurabahah the pa'ntent of the price is usually deferred, and most 
commonl\ paid in installments.' 
!' Muhammad Ne3atullah S ddigi, Banking without Interest (hew Delhi: Markan Maktaba Islami Publishers, 
2010), p.21. 
`' FSTEP enriching talent, Islamic Banking Handbook (Kuala Lumpur: Institut Bank-Bank Malaysia, 2010), 
pp.36-38. 
36 Muhammad Taqi Usmani, An Introduction to Islamic Finance (New Delhi: Idara Impex, 2010), pp.95-96. 
"Muhammad Umer Chapra, Towards aJust Monetary System (UK: The Islamic Foundation, 1986), p.169. 
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• l.larah (Leasing) 
ljarah waldtina (Hire-purchase) is a combination of leasin-,, movable or ini no able 
propert 	ith granting the lessee an option of e%entuall\ acquiring the object of the lease. 
The lessor who is usually  the \tudarib invests these installments in Mudharabah venture for 
the client's account. As. when the amount of deposits and accrued income on such deposits, 
equal the aggregate amount of the then outstanding lease payments, the lease is terminated 
and the lessee becomes the owner of the asset. Thus. Ijarah aigtina is it lease agreement 
combined with an obligation to the lessee to purchase the asset during the lease or at the 
termination of the lease.' 
• Qard al Masan (Interest Free Loan) 
l3ene\olknt loan ((?aril I-lasan) or a loan Without interest: Islamic hanks also play a 
sociall> usetirl role. I fence, they make provision to provide Qard Hasan besides engaging in 
income generating activities. The bank recovers only service charges from all types of 
borrowers to meet its operating costs. As a result, the bank pays no return to its shareholders 
and depositors. 
• Salam (For~sard Sale) 
Salant is it sale whereh\ the seller undertakes to suppl\ some specific goods to the buyer at it 
future date in exchange of an advanced price full\ paid at spot. Here the price is cash. but the 
suppl\ of the purchased goods is deferred. The basic purpose of this sale was to meet the 
needs of'the small larincrs' ho needed gooney to grow their crops and to teed their family up 
to the time of harvest. After the prohibition of Riba they could not take usurious loans. 
Therefore, it was allowed for them to sell the agricultural product in advance. 
3 Muhammad Tahir Mansuri, Islamic Law of Contracts and Business transaction (New Delhi: Adam Publisher 
and Distributors, 2010), pp. 236-237. 
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• Rai-lstisna (Commission to'.lianufacture Sale) 
<tisna is the kind of gale here a cornmodity is transacted before it comes into 
existence. It means to order a manutacturer to manutacture a specific commodity for the 
purcha_.er. Islamic Banks and Financial Institution use Istisna as a mode of financing. They 
finance the construction of houses factories on a piece of land belonging to client. I he house 
or factory is constructed either b\ the financiers himself or by a construction company.'`' 
• . I-katalah (Guarantee) 
It is a contractual ~stuarantee given by the guarantor to assume the responsibilities and 
obligations of the party being guaranteed on any claims arising thereof. l'his principle is also 
applied in loan guarantees whereby the guarantor assumes the liability of the debtor when the 
debtor fails to discharge his obligation. This is also known as dhainan ". A hank can call for 
the following t\pes of guarantee to secure its loans: 
Letters of guarantee. Use of cheques (post-dated). Promissory notes. freezing cash 
deposits. Third party guarantees. t tarnish Jiddivah (earnest money taken From a prospective 
client to ensure the performance of any assignment or liability by him before execution of 
the formal contract). Arbon (down payment taken as part of' the settled payment taken after 
execution of the formal contract).' 
• Al-Rabnu (Mortgage or fledge) 
l u keep something to ensure one's right is called Rahn (mortgage). "There are 
different t\pes of guaranties used nowadays by the banks to secure the recovery of their 
loans, and mortgage is one of them. The distinctive of the contract of Rahn (mortgage) is that 
"Ibd p.206 
"Suruhanjaya Sekurity, Resolution of the Securities Commission Shari oh Advisory Council (second edition), 
(Kuala Lumpur Securities Commission. 2006) p.39. 
Muhammad Ayub, Understanding Islamic Finance (England; John Wiley and Suns, 2007), p.169. 
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it has a characteristic of a \oluntar\ gilt and resembles to the contract of sale simultaneous. 
As there is no compensation in lieu of thing-mortgaged and the debtor can get his thing hack 
as soon as he pays the debt, it is _just like a contract of gitt and a tfhQ mortgagor is entitled. in 
case the mortgagee (foes not turn up to pa) the loan, to recover his loan by selling the thin 
32 
 
• .fit-Wakalah (Agency) 
\Vakalah is to substitute an agent t )r the principal to perform on behalf of that 
principal an act, which admits of representation. A \\aka)ah contract is used b\ Islamic 
financial institutions in respect of almost all modes like Murabahah. Salam, Istisna. Ijarah. 
Dinninkhing Musharakah and activities like L/C. payment and collection of hills, fund 
mana,ement and securitization. Wakalah may be both commutative and non-commutative. 
Islamic banks mostly do not pay a fee to their clients who purchase/sell goods on their behalf 
or pertVriu other gonlg4on$. HV\\eves, banks normaU charge tees for agency services 
rendered b' them on behalf of their clients.'' 
• l-tiarf (Curren(\ of Exchange) 
The Islamic )a\\ of contracts explicitly deals with exchange of currencies. There is a 
general consensus among Islamic jurists on the view that currencies of' different countries 
can be exchanged on a spot basis at a rate different from unit\. I here ako seems to he a 
general agreement anion- a majorit\ of scholars on the view that current 	xchan c• on ;r 
for\\ard basis is not permissible. that is. when the rights and obligations both parties relate to 
a future date." 
31Maulan3Ejaz Ahmad Samadan~, Islamic Banking and Uncertainty (Karachi: Darutlshaat, 2007), p.78. 
''Muhammad Ayub, No.41, pp. 348-349. 
""Mohammed Obaidultah, Teaching Corporate Finance From an Islamic Perspective (Jeddah: King Abdulaziz 
University, 2006), pp.58-59. 
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• I-t'jr (Mode of Fee) 
The modern commercial banking involves a wide array of sere ices to the customers. 
man of \\ hich are tee-based. These are distinct from products and services that are fond-
based. Islamic Banks. like their conventional counterparts, provide tee-based services, such 
as: 
a) safe-keeping of negotiable instruments including shares and bonds and collection of 
h\mntti (based on an a;.:reement of !i'aka/ah under which the Islamic Rank acts as 
the akil or ;rgenl of as ilienl). 
h) internal (domestic) and external transfer operations; (based on an agreement of 
It trkcrlulr under which the Islamic Bank acts as the wokrl or agent of its client). 
c) hiring strong boxes (coffers) (based on an agreement of.-1mcmu or ljuruh; 
d) administration of property. estates and wills etc. (based on an agreement of ff'ukulu/t 
under which the Islamic Bank acts as the rruk/! or agent of its client) 
S Zakat 
Islamic Bankim-, has a 7.akat Account to serve for client. Zakat is reco,nized as one 
of the five pillars. The Nisab of 7akat refers the minimum amount of zakatable asset which 
is subject to paying Zakat. If an asset reaches the Nisab, it becomes zakatable. The zakat is 
calculated on the total amount of the asset including the Nisab amount. Zakah is due on 
certain items after the passage of hawl (lunar year), while for some other items this 
condition does not apply. Islamic Bank as Zakat collectors and distributer hich deducted 
from account and distributed for eight categories to \vhom Zakat can he paid at the time of 
maturity (annual lunar year). 
4 . Muhammad Tahir Mansuri, No.38, p.205. 
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6.17 The Differences in Islamic Financial Instruments of Saudi Arabia and Thailand 
The instruments of Islamic Bank of Saudi Arabia and Thailand are rather similar with 
aforesaid, just a little difference in production due to the difference of Fiqh schools 
(Mazhub) in Islamic laws, Each school is considered to be a full "Muitahid" and is supposed 
to have its own system of theory and application of laws. The diversity of views as presented 
by the different Fiqh schools provide us with a system of built-in flexibility in interpretations 
and application of Firth, which is the body of legal prescriptions concerning human affairs 
derived from Shali'ah.d6 
Thziland and many countries in South Fast Asia almost follow a Shall's School 
founded by Imam Muhammad ibn Idris ash-Shall. However, The Hamhati School derives 
from the work ofImam Ahmad bin I lamhal. It is largely followed by Muslims in Saudi 
Arabia and parts of the western world. '1 herefore, the Islanuc Banks in5trun nts of both 
countries were distinguished in practice due to difference in school of thought which it i11 be 
described as in table6.1 qr 
Table 6.1: Financial Instruments in Saudi Arabia and Thailand 
Item Saudi Arabia Thailand 
fi Personal (cash) 	nance Tawarrue Bai-mah 
Car finance icrah Wai tiny Ilarah Waikbnit 
House finance Murabchal, 
Farah waigtina 
Murabuhali 
Bai-inah 
Credit Card Tawarru i Wadiyah Bai-inah+Wadi al, 
Apart from car finance where Ijarah Whig 	mode of finance is used by both 
countries, there is no similarity in practice by Is larnic Banks for personal, Ho u;e and credit 
card Gnancc in both e inlrics. Where Tawarruq and Wadiyah mode of finance is used in 
Personal as well as credit card financing by Saudi Arabia, Thailand Islamic Bank adopted 
Muhamrn d Abdul Manrmn, Islamic Economic: Theory ordProcuga (Grat Britain: Mcmillan, 19861, p.3fi. 
61 
 
Is am is schools and branches, Wiklpedta, htm'.//en. wikipedla or¢/wild/Islamic schools and branches, (17 
Sep 2012) 
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Bai- Inah and Wadivah. I.ikewwise Thailand's Islamic Bank uses Murabahah and Bai- inah for 
housing finance instead Saudi Islamic Bank practices \lurabahah and Ijarah tier the same. 
Tawarruq (Tripartite Sale) 
I awarniq is a sale of an asset to a purchaser with deferred payment. The purchaser 
then sells the asset to the third part\ on cash with a price lesser than the deferred price, for 
the purpose of getting cash. This transaction is called Tawarruq, because when the purchaser 
bought the asset with deterred payment. he has no intention of using or getting benefit from 
it, but merely to facilitate him to obtain cash (Waragah maliy}ah)."' 
faw+arruq is another financing product that is cited as a classic case of 1 li'al. or legal 
stratagem, but has been permitted by mainstream scholars under certain conditions. 
Tawarruq becomes a source of finds by combining two separate sale and purchase 
transactions. An individual in need of funds purchases a conmmoditti on a deferred payment 
basis from a seller and then sells the same in the market in order to realize cash.4 '' 
('ontro%ers\ 
Most of the Muslim scholars have cited the same authorities on the legal i1 or 
permissibility of ITawwarruq and bai'inah, looking into the similarities of both 
transactions. Only the Hambali scholars have stated the terminolog of Fawarruq and 
deliberate it separately. 
Those Who Reject Tawarruq 
there is a 'ie 	from Iniam Ahmad ibn 1lambal 	hich states that 1al\arru1l is 
prohibited (Haram)"". Another view from Imam Muhammad bin Hasan al-Shaibani a Hanafi 
Wizarah al-Awqafwa al-Syu'un al-Islamiah, AI-Mawsu'ah al-Fiqhiyyah, vol. 14, p. 147. 
'Mohammed Obaidullah, "Islamic Financial Service" (Jeddah: King Abdulaziz University), p.109. 
IbnQudamah, al-Muhghni, pp.195-196. 
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scholar held that Taavcarruq is discouraged (Makruh).'Urvam Ibn Fairvj))ah has considered 
Tav-arruq as an exceptional dealings which is permitted in the case of nccessit\ 
(I)harurat), where the person is really in need of cash. The authorities used by those who 
rcjcct I-awarruq are as follows: 
I tadith of the Prophet PRUH: 
-Meaniine,: "Ali has stated: thn Musa has said that this is what we have been 
told by 1-lushaim. The Prophet PRUFI has said : A time is certainly coming to 
mankind when people will bite each other and it rich nian \rill hold last what 
he has in his possession his property 1, though he was not commanded for 
that. Allah the Almight\ said: (and do not forget liberality between 
\ourselves), and then those who are forced will contract sale while the 
Prophet PBUI I forbids forced contract. one which involves some uncertaint\ 
and the sale of fruit before it is ripe."'' 
Irnam Ahmad ibn Hambal has envisaged that bai'inah is allovved in the case 
of necessit\ when people are reall\ in need of cash and the rich are reluctant to lend it to 
them. AS such. the need) people who are in need of mono will perform bai'inah and 
I'aooarrud. With the transactions. they will be getting cash b putting higher price on the 
deterred payment against the lower price in cash.' 
Those Who Accept Tawwarruq 
I'he rnajorit of \Iuslim scholars including the Hambali school of' thought. 'rho halve 
appro\ed Tawarruq viewed that it is a permissible mode of transaction.) heir vie" is 
supported h\ the following authorities: 
i. :11-Quran 
Meaning: "Allah has permitted sale and prohibited Riba'' 
'Ibn al-Hummam, Fathal Qadir, vol.7, p.212 
S ' Hadith narrated by Abu Daud 
5;12 Shariahrullings, p.61. 
"' The deduction that the majority of jurists have allowed tawarruq is affirmed by the Mawsu'ah al-Fighiyyah, 
vol.14, p.147. 
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Based on the general understanding of the abo\e verse. 'awarruq is also permitted as 
it is considered a sale transaction, which is allowed in the Shari'ah. Such a transaction ma' 
he exercised with the intention of getting cash with the knowledge of all the parties 
concerned or without the knowledge of the parties who have sold the object with deferred 
payment. This transaction ma' also be emplo\ed because of seed and necessity or because it 
is an accepted ntechanikm of commercial dealing, which is normall\. practiced in the society 
or institution. 
Ruling of "1'a 	rrut 
Scholars have permitted Ta\\arruq since it fulfills a genuine need 	the need for 
bands. It is permitted as long as it does not \ iolate the norms of Shari'ah. I lence. all care 
should be taken to ensure that it does not in\ol\e Riba. l'he first and f orensost recluirenlent is 
the in'.o l\enlent ofa third part\ in the transactions. The Client IlluSt Sell the Conlnlodit iii the 
market place to a third part\. Otherwise. it would be a case of bai-al-einah. More important 
than this hov,e\er. is the requirement that there must be a time gap bet\~een activities 3 and 
4. i.e. between the sale by the bank to client and sale by the client in the market. This is in 
addition to the time gap het\\een activities 2 and 3. i.e. between the purchase h> the hank and 
its sale to client as in case of all permissible Niurabaha. This time gap is essential to expose 
the parties to price risk and ensure that the gains from the transaction(s) are a reward for risk 
borne and hence, free front Riba. Another condition ofa valid and permissible I'ax%arruc( is 
the absence of any pre-arrangement between the three parties. You may recall here that under 
hai-al-einah. the market price of the commodity need not bear an relationship with the 
amount effecti\ely borrowed. In Tas~arruq too. the three parties involved.' 
Surah AI-Bagarah:275 
"12 Sharjah rulings", p.61. 
"Mohammed Obaidullah, No.49, p.110. 
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The Recent F'atna 
Dr RafkYuno• al-Misri has stated that some of the Muslim scholars have approved 
the I a~varruq vitlhout and justification in details on its permissibility. In his view, the ruling 
of Tawarrucl ma varr depending on the following circumstances: 
i. if all of the three parties involved have known that the main objective of the 
customer for entering the Tawarruq transaction is to obtain the cash money. 
then all of them are sinful. 
ii. If two of the parties have known that the seller has used the transaction for getting 
the cash. both of them are sinful. However, if they do not know the real intention of 
the seller, then they are not sinful. 
iii. A person is allowed to do Tawarruq in the case of necessity. 
'I'awiarruq Model in Saudi Arabia's bank 
Ia\seer Al-Ahli is a new Islamic financial instrument introduced by "l'he National 
Commercial Bank for its customers that are in need for cash finance. The product involves 
buying a commodity from the International Market that is known for its non-fluctuated price 
and selling it to the customer (on a deferred payment basis and) then reselling it hack to the 
International Market. This product is to cover the need of cash for a segment of The National 
Commercial Bank customers through an Islamic mechanism based on Al-Tawarruq 
(appro\ed h\ the Convention of' Islamic Fiqh in its fifth meeting at Makkah Al 
Mukarramah.) I he terms of Tayseer Al-Ahli are the same credit terms of the diftcrent 
segments of the personal finance programs at I'he National Commercial Bank.", 
'8 Dr. RafikYunus al-Misri, Bai'al-TagsirahlilFignhiwalqtisadi, p.120. 
1A www.alahli.com.sa 
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Kai! Al l-nah (Same Item Same Repurchase) 
! si inch refers to trading whereby the seller sells his assets to the buyer at an agreed 
selling price to he paid by the buyer at a later date. ,Ater that, the buNer immediately sells 
hack the assets to the seller at a cash price, lower than the agreed selling price. According to 
the Muslim scholars. hui'inah may be defined as follows: 
I. lnlanl Shaul: "It i, a credit purchase oti an asset which is later sold to the original 
owner or a third party. 	hether at a deterred or spot, higher or lower price than the first 
contract, or for an exchange of goods.` 
II. AI-Haskati: "It is a deferred ,;Ile of an asset with a motive togenerate profit. The 
debtor. then, resells the asset to the original seller at a io%\er price in order to settle his 
debt..'" 
III. Al-Rati'i: "It is a sale of an asset to someone 	ith deferred price. The asset is 
delivered to the purchaser. but before the seller receives tile first pa\ment at Brice, he 
repurchases, the asset at a loiter cash price.' -` 
Islamic banks in South Fast Asia have liberally used the mechanism of hal-al-einah 
for their financing activities. The mechanism allots banks to extend a loan without any kind 
of constraints. Interestingly, such financing is possible even when the client does not o\tin 
an asset."' 
Legal Status of Hai' ' Inah 
(ienerall\. the \1uslim scholars have different' iet~s on the legalit\ of inah sale. the 
majority \ is,\\ that such a sale is forbidden. However. a group of the scholars are of the 
opinion that this sale is not contradictory to Shari'ah principles. 
"Imam Syafii, al-Um, v.3, Dar al-fikr, Beirut, p.79. 
1'1A1-Haskati, al-Durr at-Mukthar fi syarhTanwir al-Absar, v.5, Beirut: Dar al-tikr, p.325. 
62AI-Rafi'I, Fath al-Aziz syarh al-Wajiz, v.8, p.231. 
Mohammed Obaidullah, No.49, p.105. 
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Those Who Reject Bai' 'Inah 
I he first groups of scholars +ho reject bai-inch are scholars of Imam Ahu Hanifah's 
school. Imam Malik and Imam Ahmad and some Shafii's. They view that this kind of sale is 
forbidden. On the other hand, the second group of scholars, among others Iniam Shafil. Abu 
Yusut and some Shafiites are of the opinion that this sale is legal and permissible.`'' 
There are a tc\% hadith that indicate the prohibition of bai ' inah: 
First hadith 
Meaning: 
"it' you sell and purchase based on ' inch, and you cultivate, and you are 
satisfied with the cultivation, and ou ignore the duty to do jihad. Allah SW I 
ill curse you and He will not remove the spell until you return to your 
religion".`'` 
Second hadith 
\1eaning:'' 
?narrated from Ibn Umar ,as reported by al-A'niasy bin Abi Rahah) as he. was 
say ins:'if the people count eery single dinar and dirham. and sell and 
purchase based on ' inah. and cultivate the land. and abandon the Bluth of jihad 
for the sake of Allah SWT. Allah SWT will befall misfortune on them. and 
will not remove it from them until the% return to their retizion.'' 
Those %S ho Accept Bai' 'Inah 
I he second group of Muslim scholars. hich consists of Imam Shalii. Abu 
Yusut: Abu Daud. and Abu Thur. including it report from Ibn Umar are of the view that this 
contract of sale is not contrary to Shari'ah principles, thus, it is allo\ked. "I-he's argunment, 
among_ others. is that the Hadith relied on by the first group. as narrated from Saidatina Aisha 
above is weak in terms of its sanad (transmission). This is because of one of the narrators 
of the Hadith named al-'Ali ahbintiAnfa' is unkno n (Majhulah). AI-Dar Qutni regards her 
as an unknown figure. thus. the I ladith cannot he a proof'.`'' 
"Al-Syawkani, NadilAwtar, v5, p.294, al-ribawa al-Qard, p.60. 
Reported by Abu Daud 
Reported by Imam Ahmad 
`'12 Sharjah rulings, p.66. 
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Imam Shafi'i says, in his book al-Umm, as following: 
"If we are going to assume that someone's sale and purchase contract is 
forbidden x%hereas lie believes that the contract is permissible. %%e are not 
allowed to judge his past good deeds as have been wiped off by Allah 
SWT. •(,~ 
Some of the Muslim scholars indicate that there are 24 kinds of bat'' ' inah. Amon 
the pernii'sible bai' 'inah are: 
i. A sale which is followed by a subsequent sale but without any intention to have 
'inah arrangement. 
ii. 'Inah that involves two contracts of sale in vhich the price of each contract 
(either cash or deferred) is similar to the other. 
iii. lnah which is concluded on an asset with a gap of time between the two 
contracts. the purchase and sale contracts. 
ik. lnah which is concluded on an asset which has changed in certain aspect. 
I-Jamic Bank of Ihailand used bond property tier asset to sill and purchase in Bai 
inah stetn with almost all of' financing of Islamic bank of I hailand arc used Bai inah 
model, it is distinguished from Islamic Bank of Saudi Arabia which almost used Tawarruq 
tier their financing. Otherwise. it depends on a Fiqh school (Mazhab) which both countries 
are following 
Credit Card system 
Credit card refers to a card that facilitates the cardholder to purchase goods and 
services as well as to «ithdra cash based on the agreed terms and conditions specified in 
the contracts between the cardholder and card issuer. The card holders allowed to pa\ the 
purchase transaction based on credit as an alternative method of pa%nment apart from 
payment by cash or b\ cheque. In order to ensure that Islamic credit card is used according to 
"Imam Syafii, al-Umm, v.3, pp.68-69. 
'y12 Shariah rulings, p.67. 
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Shari'ah requirements. various guidelines on the usage of Islamic credit card need to be 
established.r0  
Similarly, in the case differences oP instrument he! wee n Tawarniq and Rai inch, 
therefore Saudi Arabia uses Tawarruq whereas Thaitumi uses Rai inah for Credit Card 
syslern. Sul in Thailand its procedures are still under process, and there is no Islamic Credit 
Cud as such. There is only ATM Cards available. 
A Tawanvq-Based Credit Card (Saudi Arabia) 
The mechanism begins with the bank advancing a certain amount of funds to the 
customer under Tawarruq. The hank then creates under Wadiyah principle a guaranteed 
deposit account for the customer for the safe custody of the amount. Now the customer can 
use his card for retail purchases and cash withdrawals just like a conventional credit. card  
except that the cash held in his Wadiyah account now backs each transaction. At the end of 
every month, the value of total transactions by the customer is computed. A fresh Tawarruq 
for this value is undertaken to replenish the deposit account. Needless to say, this card is 
essentially similar to the Bank Islam Card with the replacement of bai-al-einah by 
Tawarruq,'I 
A Credit Card Based on Bai-al-Einnh (Thailand) 
There was a proposal from an Islamic financial inslitition to offer Islamic credit card 
based on two Shari'ah concepts, namely bai inah (to raise fund for the purpose of providing 
credit facility to customers) and Wadiyah (to provide custody services for the fund raised 
under the bai inah contract)Under this credit card product mechaaibm, the Islamic financial 
institution will sell an asses at a nominal value plus profit to the customer with do erred 
'O5ceuddcm COmmissiar, "Resolutions of the Securities Commission SNvlvah Advisory Caurtnh"( IQiasn 
Lumpur, 20071, p.149. 
~'Mohammcd Obaldullah, No.49, pp.1r1-112. 
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payment terms of three .ears. Subsequently, the customer \\,ill sell back the same asset to the 
Islamic financial institution at a nominal value and pa\able on cash basis. lhe sale proceeds 
will be credited into Wadi\ah account in the Islamic financial institution to facilitate the 
purchases of goods or ser\ ices b\ the customer. Both sale and purchase transactions will be 
consecutivel executed in two separate and independent contracts.'` 
Areas of Application 
A curvet of the above controversial mechanisms in use at various Islamic Banks 
across the globe reveals the tollowing major areas of application. 
1. Bai-al-einah is being used to provide short-term working capital financing and 
short-term personal finance. 
2. Bai-al-einah is being used in structuring credit cards. 
3. Bai-al-dayn is being used for discounting bills of exchange as a means of working 
capital finance. for factoring and financing of imports and exports. 
-1. 1 J arruq is tieing used to provide short-term finance to meet working capital and 
other short-term requirements. 
5. Tawarrugl is being used in structuring credit cards.'' 
Differences beti%cen a con%entional credit card and Bank Islam Card: 
Profit Calculation: For BIC. the profit is calculated on monthly basis based on 
outstanding due or total transaction made for that particular month. This profit is not 
compounded as compared to conventional card %\- here the interest is compounded. fhe total 
monthly profit could not be more than the total profit earned b) the end of the contract, as it 
"Securities Commission, No.69, p.148. 
Mohammed Obaidullah, No.49, p.112. 
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%k as determined upfront during the "Akkad'. The cardholder Aill be able to kno the 
maximum profits %%hich will be imposed %kithin the contract period %%hile the conventional 
credit card interest charged is undetermined. s 
I3ai 1)v n (1)cbl 'Trade) 
This is the main subject on which Islamic Bank of Saudi Arabia and Thailand Islamic 
Banks are differing. They are not unanimous in the permissible of bai cta\n. Saudi Arabia is 
not allowing bai dyn in Islamic Bank because when the debt sells to third party with 
difference in price, the gain is not profit but interest. Flo\%ever, Islamic bank of' Thailand 
allo s bai dyn because it is based on the document cif debt as and ph\sical asset then it can 
be traded. The hui' cicnn principle has always been a point of , contention among past and 
present Islamic jurists. Flowever, they differs opinion to allow debt sale or to prohibit it. 
Sale of Bill of Exchange 
At Present, this is the li rm of Bai LINn (Deht Trade). A hill of exchange originates 
with a sale or purchase. [he seller draws a bill of exchange asking the buyer to pay a certain 
amount (value of purchase plus interest) after a certain time period called maturity. When the 
bu\cr "accepts' the bill of exchange. it becomes a valid financial instrument that can be 
traded in the market. The seller now has two options. One. he ma N wait till maturity and 
realize the full maturity value — value of his sale plus interest for the maturit\ period. In this 
case the seller finances the orkimg capital requirement ot'the buyer. Two. he may go to the 
market - a commercial bank and sell the instrument at a discount to the maturih value. 
Opinions of Islamic .Jurists 
The Iianafi Io:hnh looked at hai' davn from the aspects of potential risks to the 
buyer, debtor. and the nature of the debt itself, They were unanimous in not permitting this 
www.bankislam.com.my 
!'Mohammed Obaidullah, No.49, p.107. 
instrument because the risks cannot be overcome in the contest of debt selling. The debt is in 
the form of mal lurk,ui (intangible assets) and the debt bu\er takes on a great risk because he 
cannot o~.n the item Nought and the seller cannot deliver the item sold.7 ' 
The Shalli aluclhuh was of the opinion that selling the debt to a third party was 
allo\\Cd if the dlcmn \ti as nuistuyir (guaranteed) and vas sold in exchange for 'urn (goods) 
that must be delivered immediately. When the debt was sold, it should be paid in cash or 
tangible assets as agreed. The) essentially treat debt as any other physical asset that can be 
traded at a negotiated price (discount price) \\ith no interest and there is no issue of non-
delivers of object oi'the contract as the sold debt is already in the possession ol'the creditor 
(document holder).7 
0.18 Distinguishing Products ol'Saudi Arabia 
Islamic bank of Saudi Arabia has special products to outer and pro\ide services to 
their customer hiCh Islamic Bank of Thailand not ready to provide due to many factors. 
such as the rule is not comprehensi\e. lack of experience, shortage of government support 
and existence in the future planning. Therefore, theses productions are available only in 
Saudi Arabian Islamic Bank as follow: 
I ) Ladies Account or Ladies Bank 
2) Takaful (Insurance) 
3) Stock Market Exchange Services 
4) IRAN 
5) Credit Card 
• Ladies Account or Ladies Bank 
Bank is pleased to \\elcome Ladies to its special branches that are equipped 
speciticall\ to serve and provide with the best banking services. When ladies customer come 
'b Al-Kasani, Badai'I al-Sana'I, (Beirut: Dar aI-Fikr), vol.5, p.148. 
"Al-Syirazi, Al-Muhazzab, (Beirut: Dar a-Fikr), vol.1, p.262. 
78 Mohammed Obaidullah, No.49, p.107. 
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to Ladies Branches, 	ill he 	elcomed and served b\ full,. trained. professional female 
banking stall' eager to assist with all customer banking needs. Whatever banking transactions 
require. the highly qualified female stall x ill take care of them quickly and effcicntl' and in 
complete privacy and confidentiality. If customer wishes to open an account with us. \ou can 
do so ea i1. It is not requiring the guarantee of a sponsor. nor does bank demand that 
maintain a minimum balance limit. As it special token of esteem, that makes it possible for 
customer to receive all of customer bank mail through customer account so customer will be 
able to read and revie\\ it in complete privacy. Ladies Branches are the most modern banking 
facilities. highly qualified women professionals and the best ser\ice standards possible At 
look forward to welcoming ladies customer as honored customer.79 
• fakat'ul 
Takaful concept refers to cooperation among it group of individuals to mutually 
guarantee and aid each other in order to meet certain needs as agreed amongst them. such as. 
providing compensation for a particular loss or ans other kind of financial needs. Such 
cooperation in\olves contribution of money based on tabarru' concept (\oluntary 
contribution) h\ all Takaful participants. A specific fund will he established as the source of 
rnonetar' assistance to any participant in accordance with the terns and conditions as agreed 
amongst them. In line with the concept ul' mutual assistance (ta'awwun) and the need of the 
Muslims to ha'e a Shari' au compliant alternative to the conventional insurance, the I akati►t 
industry has de' eloped rapidly into a viable industry that is integrated into the main stream 
of the national financial system. This is the one special production to prefer the Saudi's 
customer, the bank is not service only the Islamic bank activities but even Insurance also.` It 
can he divided as follows: 
79 www.Riyadbank.com 
go Securities Commission, No.69, p.62. 
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• l -amilv I akatul Ilan 
• Auto I'akatiil Plan 
• Auto Takaful Comprehensive Plan 
• Personal Accident Takal it 
[he essence ut Talcatul focuses on the Islamic principle of cooperation bet%%een 
members of the community who participate in bearing the financial repercussions resulting 
from the risks and dangers that a~Nait us in life. And this is done according to a solidarity 
program that is compliant with Shari'ah laws and approved by the Al Rajhi Takatiil Shari'ah 
Committee. Takatiil Plans offer \ou a full range of serviices, products and solutions, 
addressing your needs and providing you \\ith efficient support from our dedicated team of 
experts and insurers. These Plans will fulfill your requirements according to 1'akaful 
principles and will enable you to take care of your loved ones in case of 'any uncxpccled and 
unlureseen accidents (God forbid).8I 
• Stuck Market Exchange Services 
I adaeII1 ( Saudi Stock l;xchange). Stock trading represents one of the most popular 
investment opportunities in the Kingdom of Saudi Arabia. Bank has a brokerage division, 
\\hich is equipped \%ith state-of-the-art IT systems and well-trained staff. I hrough 
Brokerage's numerous access Channels. Bank \%elcomes all customers to trade in Saudi and 
major international stock exchanges. The Bank Brokerage's Investment Centers' netork is 
one of' the widest in the Kingdom. Inside the well-equipped and comfortable lounges. 
customers can enjoy the trading, sessions. placing their orders and ha \ ink.: a full range of 
personalized brokerage services,'2 
a ' www.alrajhibank.com 
B2 www.airajhibank.com 
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Trading Channels offer %ou a number of modern, flexible. and user-friendly share 
trading channels. Designed to meet various trading needs, these channels include: 
Internet Trading: It pro ides customer N%ith access to local share prices, and allows 
'ou to initiate buv/ sell transactions, adjust or cancel orders, from am' here inside or outside 
Saudi Arabia without having to visit the trading floor. 
O er the Phone Trading: Bank otters customer to share trading service over the 
phone. Si:npl~. you can elirectl\ call our Local Share Central Trading Unit where one of 
professional team of dealers will promptl\ process client orders and update client on the 
latest market developments. 
Dedicated Trading Rooms: Bank offers \ou another practical trading solution 
through dedicated trading rooms in all branches. You can access real time stock market 
information through large screens connected to the Saudi Share Trading System, 'E'adawul, 
and initiate transaction,,. Each u1 Bank branches has special I*ull\ equipped luxurious rooms 
tier up-scale customers making trading a uniquely enjoyable experience. The branches also 
include \\omen dedicated rooms ith all banking services." 
For customers \\ho wish to diversify their investment risks internationally and to (Pain 
maximum returns through direct trading in major financial markets of the world. Bank otters 
the GC C and International Shares service. This service allows customers to buy and sell 
stocks in all major global stock exchanges. including, the GCC through Phone and Internet 
Trading. It provides a customer distinct brokerage services in multiple markets locally, 
regional l\ and internationall>. covering the following markets: 
• Saudi Stock Exchange 
• Dubai Financial Market 
• Abu Dhabi Securities Market 
's www.bankalbilad.com. 
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• Doha Financial Market 
• I 	ht Market 
• Kuwait Stock Exchange 
• \luscat Securities Market84 
• IRAN ("Tie International Bank Account Number) 
the International Bank Account Number (IRAN) provides a mechanism for 
introducing a common account numbering standard in the Kingdom of Saudi Arabia and 
internationall%. It involves the inclusion of additional characters before the basic account 
number enahlin the validation of customer account numbers h\ other banks and customers 
%%ith henelits accruing for both domestic and cross-border payments. The IRAN helps the 
Straight- I'hrou.`,h-Processing SIP) of pa\ments het ecn banks h\ enabling the correct 
identification of a Beneficiar''s bank account. The ]BAN provides the tacilit\ for the sending 
bank and/or the remitter to perform a validity check of the fleneliciar\'s account number at 
another hank." 
• Credit Card 
Islanii: bank of Saudi Arabia offers Credit Card for customers \Nho used i'a\\arruq 
and \Vadivah concept it is different from Thailand_ Islamic bank of Thailand used Bai inah 
and Wadivah for credit card. However. it not ready to provide a credit card for customer they 
are still in preparation of procedure. but it has only ATM card. 
www.bai•com (AI-jzirah bank website) 
d5 www.alrajhibank.com 
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6.19 Nets ,rk Branches 
"Table 6.2: Bank Branches Operation in Saudi Arabia 
Bank 2007 2008 	2009 	1 2010 2011 
I. 	At-Rajhi 403 425 442 451 455 
2. 	Samba financial 65 65 67 68 69 ~Jroti 
3. 	Al-13ilad 60 61 67 75 82 
4. 	The National 266 275 284 287 295 commercial bank i 
201 5. 	Ri'adh bank 200 216 241 248 
6. 	Banque Saudi 74 75 77 8l 83 F ransi 
~. 	The Arab 123 131 139 139 142 National Bank 
8. Saudi British 
63 68 72 80 80  Bank 
24 24 48 50 9. Bank AI-Jazira 51 
10. Saudi I lollandi 42 43 42 44 -14 
bank 
II. Saudi Investment 
(lank ?6 -  33 43 l- 48 
12. Alinma Bank - - 13 20 17 
tiuurrr: ( entral I )c artment tit statistics and Inlormaion Ministr tit t•:conom\ and f annins~. \luntiiI 
Statistical Bulletin. Junc21)12. 
'fable 6.3: Bank Branches of Islamic Bank of'I hailand 
— - — 	2004 	2005 	2006 I 2007 	2008 	2009 	2010 	2011 
Islamic bank of 9 	25 	28 	27 	27 	29 	39 I 1 U l l hailand  
Sources: Annual Report 200.1-2011 
6.20 Financial Performance 
Table 6.4: Saudi Bank's Net profit 
2008 	2009 
652 6(i7 
-- -- 4454 
-- 2639 
4560 
3030 
2468 2804 
Bank 
AI-Kajhi 
Samba Bank 
Rivad Bank 
Banque Saudi Fransi 
SAR million 
2010 2011 
6771   783' 
4435 4662 
2825 3100 
2801 3097 
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The Saudi British Bank 	 2920 	2032 	1883 	2412 
Arab National bank 	2486 	2370  	1911 	2 184 
Alinma bank 	 390 	605 	15 145 
Saudi Investment Bank 	 513  	52' 	429  
Saudi I lollandi Bank 	1224 j_ 	790 	980 
Bk:an AI jazira 	 ~2~ 	- 28 — 	- 29 20 
E3ank Al bilad 	1 	125 	F (248) 	92 	;;q 
Sources: Global Research Sector. Saudi Bankiii 201 
Table 6.5: Islamic Bank of Thailand's Net Profit 
- — - Bank 	~ J 
Islamic bank o I 'hhai land 
Sources. Annual Report 2001-2fl1 1 
20_ p09  2010 
2 	355 	1145 
Currencies Rate: I Saudi Rival = 7.84 Thai Baht (8/05/2013) 
6.21 Financial Statement Analysis 
1-inancial slalcnlenl anal\sis can be referred as a process of understanding the risk 
and profitability of a compan} by analyzing reported financial info, especially annual and 
quarterl\ reports. Putting another way, financial statement analysis is a study about 
accounting ratios among various items included in the balance sheet. These ratios include 
asset ottif.0ion ratios, profitability ratios. leverage ratios, liquidity ratios. and valuation 
ratios. Moreover, financial statement anal\sis is a quantifying method for determining the 
past, current. and prospective performance of a cornpam.' 
here are various methods or techniques that are used in anal zing finance 
statements. such as 
1. comparative statements 
2. schedule of changes in working capital 
3. common .size percentages 
4. fund anal'sis 
"Ready Ratio, http://www.readyratios.com/reference/analysis/financial statement analysis.html (6 May 
2013) 
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5. trend analysis 
6. Ratio anal sis.' 
Tools and Techniques of Financial Statement .4nahsis 
ollu inL are the Wiest important tools and techniques of financial statement analysis 
1. Horizontal and vertical analysis 
2. Ratio analysis 
1. Horizontal Analysis or Trend Analysis: 
Comparison of two or more years financial data in known as horizontal analysis or 
trend analNsis. I lorizonta) analysis is facilitated b) showing changes between years in both 
dollar and 1p;rccntar term. 
Trend !'ercen(age: I lortLontal analysis of financial statements can also be carried 
out by computing trend percentages. Trend percentage states several wear's financial data in 
term of base )car. The base Near equal 100%, with all other years stated in sonic percentage 
of this base. 
Formula for calculating percentage Increase or Uecrease is as follow: 
Increase or Decrease over 2009-21111) 	>" 100 = 0/) 
Absolute Figure of 2009 
Vertical analysis: Vertical analysis is the procedure of preparing and presenting 
common size statements. Common size statement is one that shows the items appearing on it 
in percentage form as well as in dollar form. Each item is stated as a percentage of some total 
of \\hich that item is a part. Key financial changes and trends can he highlighted by use of 
common site statement. 
2 Ratio Analyses 
Ratio analysis is a tool brought into pla) by individuals to carr\ out an evaluative 
analysis of information in the financial statements of a company. These ratios are calculated 
81Accountant Search, http://www.accountant-seavch.com/financial-statement-analysis.html f6 May 2013) 
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from current year figures and then compared to past ,ears. other companies, the industrN, 
and also the company to assess the performance of the company. Besides, ratio analysis is 
used predonminantly by proponents of financial analysis. 
2.1 Return ou Average Assets (ROAA): Return on Average Assets (ROAA) can he 
defined as an indicator used to evaluate the profitability of the assets of a firm. Putting it 
simple, this return on average assets indicates what a company can do with what it possesses. 
Generally, it is used h\ companies. banks and other financial institutions as an appraisal for 
determining their performance. Being, calculated at period ends, i.e. quarters. \ears etc., the 
return on a`erage assets does not reveal all the highs and lows. It is, rather, just an average of 
the period.'`" 
Formula for calculating ROAA 
ROAA = 	Net Income 
Total A\era<-,e Assets 
2.2 The Return on Average Equity (ROAE): The return on average equity (ROAE) 
refers to the performance of a company over a financial year. This ratio is an adjusted 
version of the return of equity that measures the profitabilit\ of a compan\. The return on 
average equit\. therefore, in\ulres the denominator being computed as the summation of the 
equit\ value at the beginning and the closing of a \ear. (iivi'.iedi by t\\o. 
Formula for computing ROA E 
KOAF = 	Net Income 
Avg Stockholders Equity 
&8 The Accountant, http://zephaniamege.blot spet.in/2012/08/tools-and-techniques-of-financial.html (6 May 
2013) 
'Ready Ratio, http://www.readyratios.com/reference/profitability/return on average assets roaa.html (6 
May 2013) 
90 Ready Ratio. 
http:1/www,readyratios.com/reference/profitability/return on average equity roae.htmt?sphrase id=5796 
8 (6 May 2013) 
Table 6.6: Financial Statement Analysis 
Between Al-Rajhi Bank, Saudi Arabia 
And 
Islamic Bank of Thailand, Thailand 
2009-2010.2011 
Item 
AI•Rajhi bank (Saudi Arabia) 	Islamic bank of Thailand 	;
Comparative Study (Percentage) 
 P 	1 2010.201: Million Saudi Riyal 	 Million baht 
%change 	 %trange 
2009 2010 2011 	2X 	2010 
A -Ra,hi ISaudi 
2011 	Arab) 
IslamK bank 
irhapbnd) 
ARahi 	Islamic bank 
(saudiAsabia) 	(Thailand) 
Total assets 170,729 184,840 220,813 	45,343 	98,067 131,076 	8.26% 116% 19% 	33% 
Total liability 141,988 154,523 187,992 	41,848 	81,427 120,329 	8.82% 108% 21% 	37% 
Total equity 28,740 30,317 32,821 	3,495 	10,640 10,747 	5,48% 204% 8.25 	1% 
Deposits 122,861 143,064 173,429 	40,759 	82,545 114,195 	16.44% 102% 21% 	38% 
Net profit 
Share profit 
6,767 
4.51 
6,770 
4.51 
	
7,378 	355 	1,145 
4.92 	0.114 	0.151 
- 
340 	0.04% 
t  	0.062 . 	0% 
222% 
32.4% 
8% 	(•70%) 
9% 	(-58%) 
________ 
Financial Ratio% 
Rate of return on average total asset 3.6 	1.02 	1.59 	0.29 4.1 3.8 
Rate of rewrn on average 	 27.1 
shareholders equity 
25.3 23.4 	10.7 16.2 	3.17 
Currencies Rate: 1 Saudi Riyal : 7.84 Thai Baht (8/05/2013) 
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It can he noted that Islamic bank of Fhailand is growing up in any items in 2009-2011) 
due to the bank is in the developing stage and just established in 2003 it is rather ne% . everN 
items is L row in more than II10 %, 1„r thi, w.lr such as total asset, total liabilit\ and total 
equity etc. while the share profit of I,lamic hank of Thailand is less even the net profit is 
largel' increasing in 20(19-2010. this is due to the fact that the Islamic financing is relatisely 
ne to the 1 hailand market and its business operation is in preliminary stage. When the 
profit ut operation increase then the liability is increasing too due to the expense is increasing 
for the cost of distribution liii many branches which spread to the whole region. I lowever. 
the changes in 20109-20I I decrease leis than 1011%, and some item as net profit and share 
profit is decreased (-70%) and (-58%) %\ hen %%e compare s% ith' ear 2009-201t) because of the 
econuntic problem in Thailand. 
When we compare with the largest Islamic banks in the \world as AI-Rajhi Rank, this 
is definitely the stahilit) of Islamic hank of Thailand is less than Al-Rajhi bank in any aspects 
because of the higher ut experkuces and a large of paid capitals and Total Asset (220,813 Sit 
millions). it means that absolutely stronger of the financial stability which the bank emerged 
since 1988 more than '_5 sears. In the fable it has sho\Nn that thoueh the Changes in 2009-
2(111) and 2010-201 1 of AI-Rajhi is increasing around 8-15'%iu it less than Islamic bank of 
Thailand but actuall y the AI-Rajhi's share profit is very high more than Islamic hank of 
I hailand in 2011 (4.92: (1.062). 
Hoy%ever. the Islamic hank of Thailand has an opportunity to develop its progress due 
to in Thailand there is onl\ one Islamic bank and the Thai's Muslims are ready to fulfill with 
their production but the important thin, Islamic bank of Thailand must be sole these 
primar\ problems such as misunderstand and ambiguous of' client's thought for Islamic 
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principle. to improve the officer's acknowledgement in Islamic principle even I'hai Buddhist 
of icer. to distribute acknwMedgentient over the people in Thailand and the wood polio` of 
Thai government to manage Islamic hank in Thailand %N hich the bank is state enterprise of 
Thailand. 
This thrust of this chapter was has to make a comparison between Islamic banking in 
Saudi Arabia and Thailand in its various aspects. The analysis has revealed that there are 
sinmilaritic, as %%ell ,ts difference,, in various was. Due to dif(i;rencc~ of School of tlau-dht 
l\iaihah) in each countr\ the financial instruments have diflcrenees too, for example 
Islamic banks in Saudi Arabia apply I awarruq's principle to provide it financing for 
entrepreneur while Islamic banks in Thailand employ Bai-Inah's principle. Although. there 
are I11at1' differences in banking due to controversy in Mazhab but the important point li)r the 
all Islamic bank systems in the world must be in accordance vsith Islamic la y\ (Shair'ah) 
Which is directl\ from Al-Quran and Sunnah. 
Further Islamic banking in Saudi Arabia has Special products to ol'tcr services while 
Islamic hank in Thailand is not read\ to provide their customer due to mans factors such as 
Ladies Account or Ladies Bank. Takaful (insurance). Stock Market Fxchange Services. 
Ift\N and Credit Card. However, this is the target plan of Islamic bank in Thai land to 
de%clop their products and find out new products to offer their customer as soon by exploring 
the possihilit> for Islamic hank of I baitand to grow its volume of actin itics and services. 
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Chapter 7 
Summary and Conclusion 
Since time immemorial, trading and finance have been important economic activities. 
Over a period of time they have played pivotal role in the economic and social development 
around the world. The have been recognized as engine of growth. With the increase in the 
volume of economic activities, the contours of finance and trading around the world have 
undergone tremendous change. The development of the concept and activities of 
conventional banking has paved the way for new forms of banking services through different 
options and functioning of money market. The core of commercial banking is the concept of 
'creation of credit' %%hick is essentially based on the concept of 'interest'. Since Riha 
(interest) is prohibited in Islam and there is general consensus among scholars and jurists on 
this issue. vluslims around the world have been facing considerable difficulty in being 
associated with the conventional banking systems. Hence the concept of Islamic banking in 
dift rent parts of the world has emerged as a viable solution for Muslims to avoid interest in 
their financial activities. 
The thought in true spirit and practice of establishing Islamic banking system uas 
initiated in the I960s vv ith the thrust of abiding on Islamic principles of prohibition ut Riba 
(interest), uncertainty and ;gambling etc. "Thus Islamic banking is not onl\ ,t financial 
institution but also expressing faith in Allah (SAW). This has been a significant factor in the 
rapid expansion of Islamic banks around the \rorld. 
In the background of the above, the present study is a modest attempt to analyze the 
historical background and de\elopment of Islamic banking, during, the last till \ears or so in 
Saudi Arabia and I hailand. \tor: specifically the emphasis is on examining: evolution of 
Islamic banking, in the 	o c ur1srics and to ascertain the similarities as well as differences in 
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the operating system between the countries. It is historical -cum- analytical studs and the 
approach to the issues in basically operational. In the present chapter. a summarM of the main 
findings is presented in order to give a more concise picture. 
fhe Islamic banking system is based on the principle of Islamic laws to guide 
financial activities which are deri\ed from the Holy Quran and The Prophetic 1 radition 
(Sunnah). Financial activities on Islamic ethos started soon after Islam was born in Makkah 
and the Prophet Muhammad (PBt'lI) was appointed Messenger of Islam. During this time 
trade and business were concerned in loan with interest charges. When Prophet (PI3UII) 
recei\ed a re elation from the God. the lending with Riba (Interest) charging was eliminated 
from society and the arious acti\ ities were formulated which were in consonance «ith 
Islamic principles. Besides. there \\ere several practices of Islamic finance that existed 
during the period which were subsequently developed as typical for this modern era such as 
l\Iudarabah (Profit and loss sharing). Benevolent lending, Sale on credit, and bai al-salam 
(for\\ard sale) etc. 
The Financial Institution during the early era was called "13aitul Mal" (public 
treasury) which emerged during the Prophet's time (Saw). Fhe sources of f3aitul Mal 
consisted of Zakat (wealth tax), Kharaj (land tax), Jazia (poll tax). Custom duties, Tolls 
Sadagah (donations) and property \%ith unkno\\n owners. The income of Baitul ?vial as 
used for arm-, and salary for official state and for public benefits. The Baitttl Mal can be 
divided into three types such as ro\al treasure. state hank for empire. and the treasury of all 
Muslirns. 
The closing of 19'x' century has been considered as the era of Islamic resurgence. 
which created a solution in the application of Shari'ah Laws in financial transactions. The 
first attempt was in the mid 1940s in Malaysia. the establishment of interest-tree hank to 
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invest prospective pilgrim savings in accordance with Shari ah principle, it was, however, 
unsuccessful In the late 1950 the local Islamic banking was established in Pakistan, the 
lending without interest. A Group of pious landowners deposited fund in the bank without 
reward and )ended money to the poorer landowners for their agricultural activities without 
interest with only a small fixed amount for administrative fees for operating cost of haul,. 
After Pakistan an attempt was made in Egypt in 1963 the Mit Gamr saving bank was 
established in Egypt as the motivation of the Islamic banking in modern era to pave the way 
for other countries which were looking for the Islamic banking system to apply in their 
region. I he establishment of the Islamic Development Bank (IDD) in 197$ was the most 
important development of Islamic banking history which was established by the 
Organization of Islamic Countries (OK). Islamic Development Bank (IUB) was an inter-
governmental bank purposed at providing funds and extending fee-based financial services 
and profit-sharing financial assistance to the member countries. After the IDR there followed 
the first private interest-free bank in 1975 named the Dubai Islamic Banks. In 1977 three 
more Islamic hank were incorporated. name)} Faisal Islamic Bank of Egypt, Faisal Islamic 
Bank of Sudan, and Kuwait Finance Ilouse. This is the development of Islamic banking in 
recent past. It can be noted that the one successful factor of Islamic banking was shown that 
Muslims attempt to find alternative ways to eliminate Riba (interest) from the conventional 
bank v hick was prohibited in Shari'ah (Islamic law) for expressing their failh to God. Thus, 
most Muslims in the world were ready to apply the Islamic principle in their financial 
dealings when the new Islamic financial instruments were proved in accordance with 
Shari'ah. 
The thrust of Islamic banking is the operation of a financial Institution derived front 
Islamic principles. It means that the banking operations are not eventually concerned with 
the profit molive. Consequently, the main elementary process of Islamic bank is mobilization 
32] 
of funds from savers (investor) by saving fund in hank's account and providing to who make 
better (entrepreneur) on Mudarabah principle (profit-sharing). t hus, bank should be careful 
to find out entrepreneur who have ability to exploit the profitable investment, since the 
savers and investors are different sets of people, they need considerable intbrmation about 
each other. This information involves transaction cost that is not free. Then Islamic bank 
removes some mismatches in the taste, maturity terms and size of needed fund between two 
sides. 
All Islamic banking models are a two tier of Mudarabah contract, first contract 
among the depositors and bank, and the second between the bank and the parties (whom 
financier is provides). Thus the relation status of Islamic bank's client is that of partner, 
investor and trader, where as in conventional bank the relation is that of creditor or debtor. In 
addition. the models of banking have led to a variety that can be divided into two principle 
models of balance sheet. First. the integration asset and liability side based on two-tier 
Mudarahah on the concept of profit-.sharing. On the other hand only liabilities sides of the 
balance sheet classified into two windows, one for demand deposit and the other for 
investment balance_ Islamic banking attempts to eliminate interest by using instruments both 
for mobilizing savings and distribution savings. Since people need banking services but 
interest is prohibited, thus Islamic bank has to seek alternative ways for various banking 
instruments to serve people This is the major challenges of Islamic banking. The 
Differences between of Islamic bank and a Conventional bank can be summarized as under. 
Li 	rincipe; Islamic banks follow Shari'ah given by Allah, Conventional hanks 
follow manmade principles for operation. fill -ources of earnine conventional hank interest 
is the main sources of income.(ii i) risk=hrain,  risk is shared among borrower, Iunder and 
bank for Islamic bank but in conventional bank risk is fully transferred to others, (iv) profit 
Maximization; Islamic hank aims at maximization profit in Cute of Shari'ah but in 
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conventional bank the maximization profit without any restriction. (v) objectives • Islamic 
hank corks as trading concern to generate its income but the prime goal of eon ventionaI 
bank is the maximization of shareholder's value at any cost, nature of earning; income of 
Islamic hank depends on business environment it may be loss but income in conventional 
bank is constant even it business suffers from loss it charges fixed rate of interest. 
The Present State Asset of Islamic Finance is growing as a source of finance for 
Islamic and other investors around the world. the global market for Islamic financial 
services was measured by Shari'ah compliant asset and is estimated by the UK Islamic 
Finance Secretarial (UKIFS) to have reached $l.J30bn at end-2010, 21°/mtp on $9336n in 
2009. Assets are likely to have grown a further 14% in 2011 to reach $1,289bn, making a 
rise of about 150% from $509bn in five years since 2006. The largest centres rcmaln 
concentrated in Malaysia and the Middle East, including Iran. Saudi Arabia, UAE, Kuwait, 
l3ahrain and Qatar. 
Sources of Islamic law (Shri'ah) can he divided in to Primary Sources and 
Secondary Sources. The primary sources are the Quran and Sunnah and secondary sources 
are called "litihad" literally means effort, ljtihad observes a particularly methodology called 
"The routs of the law" (Usul al - Figh) which include the recognived method of caching a 
decision as lima. Qiyas, Istihsan, Maslahah mursalah, Istishab, Sadd Zariah and Urf. The 
interpretations of both revealed and nun-revealed knowledge have emerged in differcut Fiyh 
schools. Hence, the Major Schools of Islamic Law (Shari'ah) can be divided into four major 
liyh schools. 1) Hanafi School of thought was established by Imam Abu Hanifah (80- 
ISOAH). II) Malikee Schonl of thought adheres to the teaching of Imant ,Malik (96-17RAH). 
III) Shaft i school thought founded by Imam As-Shati-1 (149-204AH). IV) Hanbali school 
thought was founded by Imam Ahmad Jan tlanbel (163-240AH). 
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Shari'ah ordains that any increase on capital over for creditor's demand of above 
principal instead time as a condition for extending credit, are Riba or Interest and strictly 
prohibited. The Three-letter past-tense root of the term is Arabic verb "raba" literally means 
increase, addition, expansion or growth. I'he basic meaning of Riba can be defined a, 
anything, pecuniary or non-pecuniary, in excess of the principal of a loan that must be paid 
by the borrower as condition for extension its maturity. The reason of prohibition, for the 
Islamic rationale is the exploitation. Interest based violates human s birthright to oppress the 
poor in time of hardship which further aggravates social and economic disparities in society. 
It results in inefficient allocation of society's resources, and contributes to the instability of 
the system. The Final reason is that the Holy Quran lays down unambiguous orders against 
all Riha transaction. It is not necessary that reasons must he advanced for order enjoined in 
it. There is a finer distinction between profit and interest. The difference is that profit are the 
result of initiative, enterprise and efficiency, they result after definite value-creating process 
which is based on risk not so with interest, in case of profit one has to work to ensure it 
while in interest one knows the return in advance and that is without any risk. 
Present day, there are various Islamic Financial Transactions in Islamic bark as 
Wadiah (Safekeeping), Wadiah Yad Amanah (Safekeeping or Trustee), Wadiah Yad 
Damanah (guaranteed safe-custody), Musharakah (partnership). Mudharabah (Profit sharing), 
Murabahah (Mark up Financing), Bai Bithaman Ajil (Deferred payment). Ijarah (Leasing), 
Qard at Hasan (Interest Free Loan), Salatn (Forward Sale),3a1-Istisna (Commission to 
Manufacture Sale). Bai Al I-nah (Same Item same repurchase), Al Rai dayn (Debt Sale). AI- 
kafalah (Guarantee), AI-rahnu (Mortgage or Pledge), AI-Wakalah (Agency), AI-sari 
(Currenc) of Exchange) and AI-Ujr (Mode of Fee). 
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As far Saudi Arabia is concerned, before the discovery of oil and up to 1938 there 
were no banks in Saudi Arabia. lhn Said, the Kingdom's King was suspicious of banks 
being not in the interest of Kingdom and Muslims at large. During the early 20th century an 
increasing number of pilgrims (Haj) to Makkah and Madinah paved the way for money 
exchange business. However, the operation money exchanger did not cover all the banking 
activities which were prevailing in the world in modern times. Thus, the Kingdom's fvst 
foreign banking was opened by Dutch in 1928. The inahilily controls oft lie g,ovemment fin 
the monetary problems were faced due to the lack of an adequate institutional structure and 
absence of banking system. In [932, the General Finance Agency (now the Finance 
Ministry) was established. It did fill the gap in economic structure of the Kingdom. After the 
exploration of oil in 1939, Saudi Arabia became an attraction for foreign banks for opening 
branches in the Kingdom. Hence, in 1948 the French Banque de I'Indochine and Palestine 
International banks were opened in Jeddah. In 1950 the three international banks were 
opened including The British Bank of Middle East, The National Rank orPakistan and Bank 
Misr of Egypt. The National Commercial Bank (NCB), the first Saudi Arabia bank was 
established in 1953 by a royal Decree of King Abdul Aziz, In 1957. the Riyadh Bank which 
already founded as a joint stock company was established. In 1989s Al-Rajhi Banking and 
Investment Corporation was established as the largest money exchange licensed as a 
commercial bank. Hence, NCB, the Riyadh Bank and Al-Rajhi Banking and investment 
Corp are the only Saudi Arabia's commercial banks which are fully Saudi Arabia owned. On 
20th April 1952 a Royal Decree ordered the establishment the -Saudi Arabian Monetary 
Agency (SAMA)" to he the Kingdom's Central Rank with 500,000 Saudi (!old sovereigns or 
US$ 6 million (equivalent to SR 20 million) as the capital at a rate of USS12 per sovereign. 
SAMA's monetary operation expauded, and included the t952 issue of the Saudi gold 
sovereign, the 1953 issue of pilgrim receipts. a kind of modified bank note, the 1960 
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stabilization of the silver riyal and since 1963 the issue of regular currency. In history, as a 
milestone in Saudi Arabia bank that is "Saudization for Foreign Banks". as early 1968_ 
SAMA was approaching many branches for foreign banks in the Kingdom in an attempt to 
convert these banks into a Saudi joint stock company with a Saudi participation of 60 
percent. The foreign bank can be maintained a d0 percent equity stake in the bank In Saudi 
participation can be divided into Saudi nationals normally 20 percent in the hand, of 
prominent Saudi business families and the rest 40 percent with the general public. 
The Commercial Banks in Saudi Arabia were concerned in short-term credit, and 
most loans granted by these banks went to the construction and conan ere sectors. Saudi 
Banks were no different to the international banking community in terms of normal banking 
services. The last twe decades have witnessed a growth of commercial banking which his 
reflected the needs of economic development in the Kingdom. 'I he 12 existing commercial 
banks play an important role in the financial sector in the Saudi Arabia which were listed as 
The National Commercial Bank, the Saudi British Bank (SABB), Saudi Investment Bank 
(SAID). Alinma bank. Banque Saudi Frans[ (BSF), Riyad Bank, Samba financial Group 
(SAMBA), Saudi Hollandi Bank (SUB), Al-Rajhi Bank (RAJHI), Arab National Bank 
(ANB), Bank Al-Bilad and Bank AI-Jazira (BJZ). Three of these banks NCB, Riyadh Bank 
and AI-Riuht are owned fully by Saudi Arabia 
In the early stage of its development of banking in Saudi Arabia- there were 
ambiguities in SAMA which faced the dilemma of how to manage banking activities in 
Saudi Arabia without violating Islamic codes, Saudi Bank charges and pays interest rates, 
but they are reported as "fees` and "commission". SAMA is not to prohihil that charges, 
since the banks cannot operate efficiently without these charges. Shari'ah is the law of the 
land in Saudi Arabia. while it does not h9ve an Islamic banking law, there is only banking 
law. There are many Muslims whose religious sentiments are against earning or paying 
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interest because of the question of Riba. Consequently. the deposits bearing interest or 
commission as it ma' he called) in Saudi Arabia is less than else\\ here. Another SAMMA's 
reason is its attempt to refuse a license to Islamic hank for political reasons, because of the 
creation of an Islamic bank would mean the existing twelve conventional banks are un-
Islamic. On the other hand. SAMA cannot publicly go against Islamic banking. since it 
would invoke an ideological strul'gle with fundamentalists in Saudi Arabia and there are no 
easy ans'\ers to solve these problems. In Saudi Arabia Islamic Law is la\\ of land but Islamic 
banking was not allo\\ed until 1987. The first permit granted to an Islamic hank was in 
March 1987, when SAMA as obligated to the largest money exchanger in the Kingdom. 
the Ralhi Cotnpam for Currency Exchange and Commerce to become it bank. l he struggle 
over Al-Ralhi was a length} fought for more than five dears over the giant mono', exchanger 
Raihi. In the end. SAMA had no option but to accede to the general demand the AI-Rajhi be 
brought into the s\stem. Although Al-Rajhi was prohibited by SANIA from calling itself 
Islamic. because it Al-Rajhi \%as to be given a license and designated as Islamic hank, this 
would mean that the other financial institutions were non-Islamic, it was -ranted a license on 
the condition that Al-Raihi «ould refrain from using 'Islamic' in title. Subsequentl\. the Al-
Raihi Ranking and Investment Corporation became the \\orld's largest Islamic commercial 
organization \N ith assets worth o,.er 10 billion dollars. 
It can be summarized that, there are 12 banks of Saudi Arabia, three banks are holl\ 
owned by Saudis, The National Commercial Bank (NCR), At Rajlti Bank (RAJIII) and 
Ri%ad Bank and the rest are nine foreign joint ventures banks. For Islamic bank license was 
allowed onl' to one hank Al-Rajhi. the first Islamic hank of Saudi Arabia and the world's 
largest Islamic hank. At the end of the 2006 there were three Islamic retail banks (AI-R<ajhi. 
Al .Iazira and AI-Bilad► «hich reported all their operations conducted in a Shairi'ah 
compliant manner (full pledge). While, nine other Saudi Arabia banks conduct it portion of 
r 
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their husinuss along Islamic lines, keeping separate from other operations and there are 
Islamic windows to provide a Shari'ah-compliant service and production for client. 
Thailand is predominantly a Buddhist country. Most Muslims are mainlc 
concentrated in the south ofThailand such as Songkla, Satun, Pattani, Yala and Nnrathiwat- 
The rural Muslims are engaged in agriculture small-scale and are very traditional. Before the 
existence of Ielarnic bank ufThailand. Thai Muslims were depositing funds across the border 
in Malaysian bank. Though, Thailand was never a British colony it was a British owned 
bank, the first con ventio hat bank in Thailand was the British-owned Hong Kong and 
Shanghai Rank were established in 1888. The Chartered Bank of India, Australia and China 
followed its footsteps in 1984. Next in line was the Banque de I' Indochina in 1987. The 
domestic or local bank was the Siam Commercial Bank presently known lis Thai 
Commercial Bank. established in 1906. •Fhe Financial Institution in Thailand can be divided 
into two groups i.e. banking and non-banking. Banking institutions include Bank ofThailand 
(BOT), Commercial Banks. International Banking Facilities (IBF), Specialized Bank tie. the 
Government Saving Bank (GSB), Bank For Agriculture and Agricultural Cooperative 
(BAAC), EXIM Bank and the Government Housing Rank (GHR)t:Phe central bank of 
Thailand named as The Bank of Thailand (BOB Initially, in 1939 the 'I hai National 
Banking Bureau performed all central banking activities. After that, in 1942 these activities 
were taken over by the Central Rank, the Bank of Thailand (Bof  ) until now. The most 
dominant group of financial institution after commercial banks group is Specialized 
Financial Institutions. It is interesting to note that the Islamic Bank of Thailand is included in 
Specialized Financial Institutions. 	- 
History of Islamic Bank of Ihailand: Scholars have viewed the starting of Islamic 
banking and finance in Thailand in 1987 when Pattani Islamic Savings Cooperative wns 
established. The success of this Cooperative was Shari'ah complaint to encourage the 
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establishment of other financial institutions. By the \ear 2001. tour other Islamic Financial 
Institutions were established. I he lbnrnu Aftan Saving  Cooperatie (Pattani), the .-As-Siddigl 
Saving Cooperative (Songkhla ). The Saglattah Islam Saving Cooperative (Krabi) and The al-
lslanliah Saving Cooperative (Phuket). In 1988. the Government Saving Bank (GSB) Sirs% 
introduced the Islamic banking products and services to Muslims in Thailand with the 
implementation of "Islamic Window" b with in its premise to cater for those ' anting to 
adhere Shari'ah. Following its success in 1999 similar teature was established by the Bank of 
Agriculture and Agricultural Cooperative (BAAC) in Southern branches. In 2001 the setting 
up ofa trill-fledged Islamic branch was next major step in the proL,res,, of` Islamic banking in 
Thailand b\ the state o%\ned Krung Thai Bank. The debut of Ishaniic Banking in Thailand. in 
late 2001. the formation of the country's first Islamic bank- was proposed b\ Thai Finance 
Nlinistr\. 	ith the ministr' holding up to 25 percent of the Btl billion capitals. In June 2002, 
the bill of establishin-, an Islamic Bank in Thailand was tabled in the senate. The Islamic 
Bank ofThailand Act B.F.2545 was passed, effective 22 October 2002 B.E.25 5. These la\%s 
paved the va\ for the establishment of' the first full-pledged Islamic hank of Thailand in 
2003.Although in 2003 the Islamic Bank of Thailand was established, the actual idea for the 
establishment can be traced back to 1994 hen the Royal Thai Government singed the 
"Indonesia-Mala\sia-Thailand: Gro\vth Triangle — IM1I-Gt Project". As the majority of the 
population in this tri-partite area are Muslims. Hence, Islamic bank is an instrument of 
financial dealing for 'T hai NIuslinl in this project area. 
The Islamic Bank of Thailand was administrated by the Committee of Islamic bank 
which consisted of the Board of Directors. Shari'ah Advisory Council. Executive Board, 
Advisor of the Board and Credit Approval sub-committee and supervised by the Ministr\ of 
finance and Bank of Thailand (Central hank of Thailand). For Share Ilolding Structure. 
Finance NIinistr' can be holding up to 49% and according to regulations. fioreign holding are 
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limited to 33%. Howe%er, the private sector can hold not more than I5%. This rule was 
prescribed h> The Islamic Bank of Thailand Act B.E.2545. Islamic bank has registered 
capital of Raht 1000 million which is divided into 100 million common shares with the par 
value of Baht 10 each. The Bank has paid tip capital of Baht 696.86 million. The products of 
Islamic bank are similarity %%ith the conventional bank products but there are diftcrences to 
apply in Islamic bank due to the Islamic bank product must be in accordance with Islamic 
la%% (Shari'ah). it can be classified as financing for business, financing services, trade 
financing facilities, .A I'M card. zakat account and MFC Islamic Fund etc. 
Islamic Ranking in Saudi Arabia and Thailand: 
Islamic banks in the true sense must avoid all forms of speculation which give rise to 
phenomenon of interest and accordance \tiith principle of Islamic La \u (Shari'ah). 
Conseyuentl\. Islamic bank in Saudi Arabia and Thailand are also restricted to in accordance 
with Islamic La%\. In Thailand, there is only one Islamic bank in the country, it otliciall\ 
opened on 2003 (10 years ago) which is supervised by the Ministry of Finance and Bank of 
Thailand under categor,, of specialized hank. Islamic bank of Thailand is a state enterprise. 
the government can he holding up to 49%. and foreigners holding are limited 33% and 
private I >%. In Saudi Arabia. SAMA has ambiguity in various issues which still remain 
unresol eii. SAMA Was faced with the dilemma of how to prompt Nankin, without violating 
Islamic cotes. lto~+ever. Saudi Arabia cites that there are no interests In the all banks in 
Saudi Arabia. They are reported as fees and commissions. Therefore. it still has coexistence 
in conventional and Islam Finance issues. Actually. SAMA has allowed license of Islamic 
hank only for Al-Rajhi Bank which was not allowed front calling itself "Islamic" with the 
political reason due to \O hen AI-Rajhi called as Islamic hank, it means that remaining II 
banks in Saudi Arabia are not Islamic banks. Al-Rajhi Bank is the first Islamic batik in Saudi 
Arabia and the orld's larzest Islamic hank which \.pas established on 1988 (25 years ago) as 
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the private Owner. It can be summarized that there is only one Islamic hank license in Saudi 
Arabia and 3-4 banks are reported to conduct in Shari'ah-compliance manners (Full Pledge). 
The rest nine banks ha\e Islamic windo to provide Shari'ah service in Saudi Arabia. 
Islamic financial instruments in Islamic bank of Saudi Arabia and Thailand are 
similar in some areas \pith occasional differences in some instruments (products) due to the 
differences of Figh School of thought. Therefore. "13;ri-inah" principle as used in Islamic 
hank of Thailand which allowed b\ Shiti-i Mazhab while Islamic banks in Saudi Arabia are 
not alfrn\ed Bai-inch but they apply - I aw'arruq" principle in their banking operations. 
Besides. Islamic hankinc in Saudi Arabia has special products to oiler services while Islamic 
bank in Thailand is not read\ to provide their customer due to man\ t~tctors such as Ladies 
Account or Ladies Rank, Takatul (Insurance). Stock Market Exchange Services, IRAN and 
Credit Card. 
Thailand is a Buddhi,t country and Muslims are a minorit\. Hence, the customer 
target is not only restricted to Muslims alone. but it attempts to target Buddhist customers 
too. lnitial4>. Thailand had no Islamic Bank due to which a large number of Muslims had no 
Option fur quite some time. hence with the operation of Islamic bank. paucit\ of Muslim 
Officers was tilt and the \%ere less experienced in banking operations and Buddhist officers 
are in large number in Islamic Ranks. However. Muslim and Buddhist officers are lacking 
kno%\ledge in Islamic principles to explain to customers. It can he noted that in Thailand 
there is no Islamic Economics subject in university education. Thus it is necessary to include 
this subject of Islamic laws for financial dealings. Support from foreign countries practicin_, 
Islamic banking is necessary for Thailand it the experiment of Islamic banking is to be 
successful. I lence cooperation and assistance from Saudi Arabia could he of great help in 
de eloping and sustaining the slo l emerging Islamic banking system in the country. 
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